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INVESTIGATION OF THE COMMODITY CREDIT 
CORPORATION 


Part II—Export Transactions 


WEDNESDAY, MARCH 25, 1959 


House or REPRESENTATIVES, 
INTERGOVERNMENTAL RELATIONS SUBCOMMITTEE 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 9:40 a.m., in room 1302, 
New House Office Building, Hon. L. H. Fountain (chairman of the 
subcommittee) presiding. 

Present: Representatives L. H. Fountain, Neal Smith, Florence P. 
Dwyer, and Odin Langen. 

Also present : James R. Naughton, subcommittee counsel. 

Mr. Founrarn. The subcommittee will come to order. 

Before we begin today’s hearing, I should like to take this oppor- 
tunity to welcome the new members of the subcommittee. I believe 
only one of them is present at this time, Congressman Neal Smith of 
Iowa. Another new member of the subcommittee is Congressman 
Odin Langen, of Minnesota. Congressman Blatnik, of Minnesota, 
is also a new member of the subcommittee, but he will be unable to be 
here this morning because of other commitments. 

We are elenene to have you with us, and we want you to know that 
you are welcome. We feel that you will contribute a great deal to 
our work. 

We are very glad to have Mrs. Dwyer back with us. She has been 
very valuable to the subcommittee in its work since she has been 
with us. 

Let the record show that a quorum is present for the purpose of 
taking testimony, consisting at the present time of Mr. Smith, Mrs. 
Dwyer and the chairman of the committee. 

By delegation of the Committee on Government Operations, the 
Intergovernmental Relations Subcommittee has responsibility for 
examining the operations of the Department of Agriculture at all 
levels with respect to economy and efficiency. 

_ Briefly, our job is to follow the appropriated dollar as best we can 
in order to encourage greater economy and efficiency. 

Our hearing today is one of a series of hearings being held by the 
subcommittee in its effort to carry out that responsibility. These 
hearings are primarily, but not exclusively, concerned with the opera- 
tions of the Commodity Credit Corporation. 

367 
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Previous hearings were held in June, July, and October of 1958 
and I am quite sure that a number of additional hearings wil] pp 
necessary during the 86th Congress. Additional details concerning 
the subject matter of previous hearings can be found in the opening 
statement at the beginning of each hearing. " 

At today’s hearing the subcommittee wishes to take testimony cop. 
cerning exportation of surplus agricultural commodities which are 
sold or subsidized by the Commodity Credit Corporation, including 
the following particular subjects: . 

1. Commodity Credit Corporation policy with respect to utiliza. 
tion of private channels of trade. 

2. Possible windfalls accruing to firms through resale of commodi- 
ties purchased from or subsidized by Commodity Credit Corporation 
to other Government agencies or under Government financed 
programs. 

3. Transactions involving resale of dairy products to the original 
seller for export. 

4. Price review on transactions furnished by Commodity Credit 
Corporation under title 1, Public Law 480, with particular reference 
to cotton transactions. 

Because of the rather complicated nature of our subject matter— 
at least it is complicated to me, and I expect it is even complicated to 
those of you who are engaged in the process—I am sure there will be 
a number of questions which you gentlemen may not be able to an- 
swer immediately. In those cases we would appreciate your giving us 
supplemental information for our record. 

It will not be necessary for the witnesses to take extensive notes, 
since we will provide you with a copy of the transcript tomorrow or 
certainly by Friday. 

In the event the witness who is asked a particular question is u- 
able to answer it, any others in the group who can provide informa- 
tion should feel free to supplement his reply. But please don’t do 
what we on committees do so often and all try to talk at the same 
time, so our record will be straight. 

We have quite a bit of territory to cover in this phase of our hear- 
ings, and we would like to finish up today if at all posible. I should 
like to urge our witnesses, therefore, to make an effort to keep their 
answers as brief and to the point as possible, consistent, of course, with 
presenting a complete picture for our record. 

As is our custom, members of the subcommittee should feel free 
to obtain recognition of the Chair to ask questions at any time. | 
might suggest, as has been customary, that wherever it is convenient 
you may wish to reserve your questions until after I have concluded 
some of the basic questioning on each particular point. 

References may be made during the course of today’s hearing to 
the record of our previous hearings. Copies have been provided to 
our witnesses, and additional copies are available for those who are 
interested in them. 

I understand that we have with us this morning Mr. Walter C. 
Berger, Administrator, Commodity Stabilization Service; Mr. Clif 
ford G. Pulvermacher, assistant to the Deputy Administrator, Price 
Support; Mr. John H. Dean, acting general sales manager; Mr. Don 
S. Anderson, Director, Livestock and Dairy Division, CSS; Mr. F. 
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Marion Rhodes, Director, Cotton Division, CSS; Mr. Frank P. Biggs, 
director, New Orleans commodity office; Mr. Harry B. Wirin, assist- 
ant treasurer of the Commodity Credit Corporation; Mr. George 
Cooper, Director, Commodity Credit Division, Office of the General 
Counsel; Mr. Dwight R. Kruse, marketing specialist, Grain Division, 
CSS; Mr. Horace T. Davis, Director, Program Development Division, 
FAS; and Mr. Claude Coffman, assistant to the Deputy General 
Counsel, Office of the General Counsel. 

As I indicated earlier, Mr. Berger, I will ask the question, and 
either you or someone designated by you may answer the question. 
We would appreciate it if you will give us a “Yes” or “No” answer to 
a question, if that is possible, and then an explanation of the reason 
for the conclusion. 

Mr. Berger, I wonder if you could give us an estimate of the approx- 
imate value of all U.S. agricultural commodities exported during the 
last 5 fiscal years, July 1, 1953, through June 30, 1958? 


STATEMENT OF WALTER C. BERGER, ADMINISTRATOR, COMMODITY 
STABILIZATION SERVICE; ACCOMPANIED BY CLIFFORD G. PUL- 
VERMACHER, ASSISTANT TO DEPUTY ADMINISTRATOR, PRICE 
SUPPORT; JOHN H. DEAN, DEPUTY SALES MANAGER; DON S. AN- 
DERSON, DIRECTOR, LIVESTOCK AND DAIRY DIVISION; F. 
MARION RHODES, DIRECTOR, COTTON DIVISION ; FRANK P. BIGGS, 
DIRECTOR, NEW ORLEANS COMMODITY OFFICE; HARRY B. 
WIRIN, ASSISTANT TO THE DIRECTOR, FISCAL DIVISION ; GEORGE 
COOPER, DIRECTOR, COMMODITY CREDIT DIVISION, OFFICE OF 
THE GENERAL COUNSEL; DWIGHT R. KRUSE, MARKETING 
SPECIALIST, GRAIN DIVISION; HORACE T. DAVIS, DIRECTOR, 
PROGRAM DEVELOPMENT DIVISION, FOREIGN AGRICULTURAL 
SERVICE; AND CLAUDE COFFMAN, OFFICE OF GENERAL COUNSEL 


Mr. Berger. Mr. Chairman, I understand that Mr. Naughton has 
called our sales manager on that particular question. 

John, do you have the information available for them at the present 
time ? 

Mr. Dean. Yes, sir. 

Mr. Founrarn. Will you identify yourself for the record? 

Mr. Dean. My name is John H. Dean. I have several sheets here, 
and I would like to cover them if you don’t mind. 

Mr. Fountain. Go ahead, Mr. Dean. 

Mr. Dean. This table here on the back side, if you will notice, is 
for the fiscal year 1957 and 1958. The first item is commercial sales 
for dollars, broken down by commodities, and you will notice com- 
mercial sales for dollars for 1957-58 was $2,756 million. Under- 
neath that you have exports under Government programs. That is, 
some type of Government program. Keeping in mind that in the 
first item, commercial sales per dollars, that most of the sales are 
made at reduced prices, something less than the domestic market 
price. The total value in dollars under Government programs was 
$1,246 million. For the total for the fiscal year 1957-58, total U.S. 
agricultural exports, is $4 billion. That is 1957-58 fiscal year. 
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(The document referred to appears in the appendix as exhibit A 
on p. 757.) 

Mr. Dean. There are a series of tables here, labeled at the top Re. 
port No. 16, “U.S. Agricultural Exports Under Specified Govern. 
ment-Financed Programs and Total Agricultural Exports, Quantity,” 
broken down by the various programs from July 1955 to June 1956, 

(The tables referred to appear in the appendix as exhibits B1-B4 
on pp. 760-767.) 

Mr. Fountain. Just a minute. Let the record show that Cop- 
gressman Langen has arrived. We are happy, as I pointed out 
earlier, Congressman, to have you and Congressman Smith as new 
members of our subcommittee. We think that you will be of in- 
valuable assistance to the committee, and we hope you will enjoy 
your work. 

Go ahead, Mr. Dean. 

Mr. Dean. This table is broken down similar to the first table, 
broken down by various programs in thousand units by commodities, 
all commodities, not ule price-support commodities but all com- 
modities. 

Now, the next table covers the same period from July to June 1957, 
broken down into thousands of units. It shows the total program 
and also what was financed by the Government. 

Your next table on U.S. agricultural exports by various programs, 
July to June 1957-58, in thousands of units, carrying the total figure. 

The next table is in thousand units for the period July through 
December 1958 for all commodities, including price-support com- 
modities. 

Now, the next series of tables cover the same period, except these 
tables are based on export value, the actual dollar value, which 
gives you a breakout for any commodity. 

(The tables referred to appear in the appendix as exhibits C1-C5 
on pp. 768-773.) 

The next set of tables, which you will find very interesting, I am 
sure, as to what countries these commodities went to and in what 
quantity and for what value. I would like for these tables to be put 
in the record. 

Mr. Fountarn. They will become a part of the record. 

(The tables appear in the appendix as exhibit D1—D4 on pp, 774 


788. 

Me. Naveuton. Mr. Dean, is the $4 billion total for agricultural 
exports for 1957-58 fairly representative of the other years from 
1953 on? 

Mr. Dean. From 1953 on it runs $2 to $314 billion and $4 billion for 
1957 is about a record. 

Mr. Bercer. Pardon me, Mr. Chairman, but on the front page of 
this report, Mr. Naughton, you will find a summary starting with the 
1935-39 average and 1946-55, and then 1952 on down. It gives you 
the total figure, which I think answers your question. 

Mr. Naveuton. Would there be much change in the total figure of 
31 percent of the exports coming under direct Government programs 
in other years? 

Mr. Dean. No, sir. 
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Mr. Bercer. Pardon me, John. I am not sure you answered Mr. 
Naughton correctly on that. When you go back far enough, I don’t 
know how far back you mean. 

Mr. Naveuton. 1953. 

Mr. Bercer. You can see back in 1953 that your commercial sales 
were by far a larger percentage than your Government programs 
not taking effect at that time. I am not sure, John, you answered his 
question correctly. f 

Mr. Dean. There is a summary there, Mr. Naughton, on the front 

age. 

Mr. Bercer. It shows the commercial sales on the front page from 
1952 on, your 1935-45 average, and 1946-55, and from 1952 on, total 
exports in billions of dollars of commercial sales and those under other 
Government programs. . : 

Now, for the last 3 years [ think Mr. Dean’s answer would have 
been correct, but prior to that time I don’t think it would have been. 

Mr. Naucuton. So that, of course, a very substantial percentage 
of agricultural commodity exports are under direct Government pro- 
grams. What percentage of agricultural commodity exports would 

ou estimate are sold for dollars without any Government programs 
ie involved, including Government sales for reduced prices? 

Mr. Dean. Mr. Naughton, all of the CCC-owned commodities, ex- 
cept about two, which are long staple cotton and soybeans, are sold 
for export at reduced prices. Now, you have some citrus fruits and 
vegetable crops and those things which are not under direct. price- 
support programs which move into export markets. 

Mr. Naveuron. Would that constitute 10, 15, or 20 percent of the 
total exports ! 

Mr. Dean. I would have to check and give you that figure, but 
it would be a relatively small figure compared to the total. 

Mr. Nauveuton. So that the Government is now either financing or 
subsidizing, one way or another, perhaps 85 percent of our agricul- 
tural commodity exports? 

Mr. Dean. For 1957-58 you have a figure here as to the total. The 
total Government program was $1,246 million, out of a total of $4 
billion. 

Mr. Naveuton. But, of course, much of the so-called dollar sales 
there are actually commodities which have been sold at reduced prices? 

Mr. Dean. At reduced prices, yes, sir. In the $2,756 million, the 
majority of that were commodities sold at reduced prices. 

Mr. Naucuton. Some of them may represent procurements by the 
Defense Department for oversea use. 

Mr. Dean. Yes. I would like for the record to contain, Mr. Naugh- 
ton, some additional information which I think would be helpful to 
you. This is a breakdown by types of dispositions by fiscal years 
since 1954. 

Mr. Fountarn. If there is no objection, the committee counsel will 
appropriately identify each of these items which have been submitted, 
and they will become a part of the record. 


(The information referred to appears in the appendix as exhibit 
E on p. 789.) 
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Mr. Bercer. Mr. Chairman, I would like to correct the record to 
this extent. I did not mean to be critical to Mr. Dean here. I thought 
he misunderstood the question I felt Mr. Naughton wanted answered, 
I was afraid he had answered wrong. 

Mr. Founrain. We understand that. That quite often happens 
from misunderstanding of the question. 

I wonder if you can give us the approximate dollar amount which 
CCC has spent in finance: ing exports of agriculture commodities under 
title I of Public Law 480? 

Mr. Brercrer. I presume we would have to make a special check on 
that, wouldn’t you, Mr. Wirin ? 

Mr. Fountrary. Would that require a lot of trouble ? 

Mr. Wirt. No, sir. 

Mr. Bercer. I think it is in our Commodity Credit Corporation 
financial statements. 

Mr. Wrrry. I just don’t happen to have a copy here. 

Mr. Breroer. It would take some time to analyze it from that par- 
ticular point. 

Mr. Naucuton. Would it be in the neighborhood of $21 billion. 

Mr. Bercer. Would you restate the question so we know what it is 
you want? 

Mr. Naucuron. I asked if it would be in the neighborhood of 
$214 billion. 

Mr. Bercer. No, the chairman’s original question. 

Mr. Founrarn. Whether you had information as to the approxi- 
mate dollar amount which CCC has spent. in financing exports of 
agricultural commodities under title I of Public Law 480. 

Mr. Bercer. Mr. Chairman, you see I am not sure that I know 
just what you mean by your question, and I want to be sure we do 
understand it. Do you mean the losses CCC has taken on that! 
Do you mean the amount of the subsidy that we are paying on mer- 
chandise that we are selling under title I programs? 

Mr. Founrarn. I meant the money that was put in. 

Mr. Bercer. What you might call the subsidy cost ? 

Mr. Naucuton. The gross amount expended. 

Mr. Bercer. The gross amount that we have been putting in. 

Mr. Wirt. We have, of course, a complete record showing all 
the costs incurred by CCC in financing exports under title I of Public 
Law 480, irrespective of whether the commodities came from CCC 
inventory or from private stocks which are financed. That would 
include the investment cost of CCC commodities in those cases where 
we furnish the commodities. It would include the cost of financing 
private exports where the stocks came from private sources, and 
ocean transportation in some cases. 

These costs are recoverable from Congress by appropriation and 
they are on our records, and we will be “olad to furnish the precise 
figure. 

Mr. Fountain. Thank you very much. 

Mr. Bercer. You understand now? I want to be sure we under- 
stood what the chairman was asking. 

Mr. Founrarn. If you go back to your respective offices and any 
question should arise as to what we have in mind—I realize some of 
ihese questions are general—please call Mr. Naughton, and he may 
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be able to save you some unnecessary detail work. We hope we can 
make the questions clear. We are trying to cover the subject matter 
without going into too much detail. 

Mr. BERGER. I think what you are asking for is all a matter of 
record, and it is a matter of getting for you what you want. 

Mr. Founratn. Do you have a comparable figure, or will you be 
able to supply us with a comparable figure for the dollar amounts 
spent by ICA in financing exports under section 550 and section 402 
purposes ¢ : 

Mr. Bercer. Sure, we have that, too, don’t we? 

Mr. Wirrn. We can get it from ICA. We do not keep those records. 
Those are expenditures from another agency of the Government. 

Mr. Naveuton. I think that ICA expenditures will be around a 
billion and a half or 2 billion dollars for the period since June 30, 
1953. My impression may be wrong but I believe that CCC has spent 
something over $2 billion on title 1 of Public Law 480 during that 
same per iod. Does that sound reason: ably correct ? 

Mr. Wirtn. Yes. 

Mr. Founratn. Do you have now or will you be able to supply 
the approximate amounts which the U.S. Armed Forces have spent 
to purchase agric ultural commodities in the United States for use 
overseas ¢ 

Mr. Wirtn. We do not have that. 

Mr. Bercer. We wouldn’t have that information. You would have 
to get that from the Armed Forces. 

Mr. Naventon. It has been substantial, although I can’t give you 
the dollar figure. 

Mr. Bercer. You would have to get that, I think, from the military, 

Mr. Fountatn. To your knowledge, are there any other U.S. 
programs other than the ones we have referred to which would have 
a significant effect on our agricultural commodity exports? I am not 
thinking of the programs such as market development, but of trans- 
actions in which the Government. sells, subsidizes, finances, or pur- 
chases commodities for oversea shipment. 

Mr. Bercer. I think they are rather simply classified in about that 
way. Of course, the first effort is to sell for cash wherever possible. 
That is No. 1. We have a credit program developed by our sales 
manager's office, in which we do sell for credit in some cases. That 
is not a large unit. We do barter for strategic materials in some 
cases. Then you have your title I programs, “which is handled by 
Foreign Agriculture Service. Then we have, of course, our donation 
programs for foreign use, which I believe—what would those be, 416 ? 

Mr. Wrrin. 416 and title 2, and Public Law 480. 

Mr. Bercer. I think that about covers it, don’t you? 

Mr. Wirt. The question had to do with what other agencies of 
the Government ? 

Mr. Founrarn. No, if any other programs 

Mr, Bercer. Programs that we have. 

Mr. Wirty. I am not sure, Mr. Berger, what substantial effect the 
Export-Import Bank program involving loans for purchases of agri- 
cultural commodities in the United States may have, but they have 
made loans to Japan and other countries for the purchase of cotton 
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and tobacco in the United States and Peru for wheat, but they hayg 
not been, I do not believe, susbtantial. 

Mr. Fountain. Who has placed those loans? 

Mr. Wrrin. The Export-Import Bank of Washington. 

Mr. Dean. Mr. Fountain, in Report No. 16 you will find listed the 
loans made by the Export-Import Bank by commodities and by 
dollars. 

Mr. Fountain. It may be that the answers to these prelimin 
background questions are contained in the documents which you haye 
already submitted, and if they are you can simply say so when we 
ask the question. 

I wonder if you are able to give us an estimate of the amount of 
agricultural commodity exports during the past 5 years which have 
not come from CCC stocks, been subsidized by CCC, or financed by 
ICA or CCC? 

Mr. Bercer. Would you repeat that again? I got lost about half 
way through it. 

Mr. Fountain. Can you give us an estimate of the amount of agri- 
cultural commodity exports during the past 5 years which have not 
come from CCC stocks, which have not been subsidized by CCC and 
have not been financed by ICA or CCC? 

Mr. Brercer. The exports that we have not been involved in in any 
way or any of those things? 

Mr. Fountain. Do you have information on the amounts of dollar 
sales which do not involve any Government programs ¢ 

Mr. Dean. No. 

Mr. Bercer. I don’t think we have. 

Mr. Dean. I don’t think we have. 

Mr. Founrarn. Do you have that information available ? 

Mr. Dean. I doubt it. 

Mr. Bercrer. Wouldn’t that come from Commerce ? 

Mr. Fountain. I don’t know. 

Mr. Breroer. I think it would. 

Mr. Naucuron. The amount would be small compared with ex- 
ports under Government programs, wouldn't it ¢ 

Mr. Berger. Definitely. 

Mr. Fountarn. I had in mind straight dollar sales which would 
have been made if we had no Government program. 

Mr. Bercer. That is right. 

It has been suggested that possibly Census would be the only peo- 
ple that could give you that particular information. In other words, 
they would have the total figure, and you would have to take off what 
we are involved in. 

Mr. Founratn. We will make appropriate inquiries of those 
agencies. 

Anyway, as I have already indicated, we would appreciate your 
developing such figures and information as you have with respect to 
the questions which I have asked and furnish them for inclusion in 
our record. t 

Now, are there any questions by other members of the committee 
at this point on the subject matter we have been inquiring about! 

Now I will go into some questions relative to the use of private 
channels of trade. 
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Both the CCC Charter Act and Public Law 480 contain language 
with respect to the use of private trade channels “to the maximum 
extent practicable.” What test, if any, does CCC use to determine 
whether use of private trade channels is practicable in any given 
situation ¢ E ‘ 

Mr. Bercer. Mr. Chairman, I believe I could answer that this way. 
I think most of us with responsible positions in the CCC and Com- 
modity Stabilization Service are quite thoroughly convinced that 
the private trade can do a better job than Government can in any 
transaction of that kind. It is not only the law we are following, but 
we have a firm belief they can do a better job than we can. 

Mr. Founrarn. Do you make any effort to determine what services 
are to be performed by the private firms involved and whether those 
services are necessary other than your general belief that it can be 
done better by private enterprise ? 

Mr. Bercer. I hardly know just what your question is, what you 
are asking, Mr. Chairman. What. services they performed ? Don’t 
they buy merchandise and sell it in the world? That is a service. 
Now, how they ship it and how many channels it goes through, that 
they use brokers abroad or sell it through their own organization and 
things of that kind, of course, whether we have involved in their 
deal some foreign exchanges to be worked out between them and we 
don’t follow that through, no. We just know that they got a lot of 
tricks up their sleeves; that they can do what we can’t do; that they 
can get the job done much faster and much better than what we can 
as a Government agency. 

Mr. Fountain. Mr. Naughton. 

Mr. Naveuton. Of course, Mr. Berger, in view of the extent to 
which Government programs influence agricultural commodity ex- 
ports, the private trade could not carry on very much of a trade if 
it were not for the Government participation ; could it ? 

Mr. Bercer. You mean, in other words, the Government ? 

Mr. Naveuron. In other words, 15 or 20 percent of our agricultural 
commodity exports are completely outside of Government programs. 
For the other 80 percent 1f CCC and other Government agencies were 
not involved, there wouldn’t be any private trade, would there? 

Mr. Bercer. Well, of course, I think that is debatable, too. It 
would seem that Commodity Credit is performing a certain service 
here when our price supports have been at such a level that it has sort 
of run us out of the world market on a competitive basis on some 
commodities, as it does in many other fields. There is no doubt about 
that, but as long as we have a price support for the farmers of 
America at that level, then the only thing the Government can do 
is to pay the difference between the domestic market and the foreign 
market, and that is the service that CCC does perform. 

Now, how much more we are selling because of the subsidy, I pre- 
sume some people could even argue about that. In other words, we 
often find that there are certain countries that are producing certain 
commodities that they have got to sell. They are going to sell every- 
thing that they have in surplus, and they are going to sell it just a 
wee bit under us regardless of how low we go. If we tried to move 
everything we have, we could ruin the world market by following it 
on down if we didn’t recognize the fact that many of the agricultural 
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commodities that are produced in this world are by countries who 
have to sell them. They have to sell all that they are producing in 
surplus of what they need domestics ally. If we didn’t ree ognize that, 
we would ruin the world with the tremendous stocks that we have 
in some of these agricultural commodities. 

I don’t know whether I have answered your question or not, but 
I think that is something you have to take into consideration. 

Mr. Founratn. I realize that is a general question and we could 
break it down by asking you with respect to specific situations in which 
you use private enterprise, but I personally had in mind those in. 
stances in which you employ private enterprise and whether or not 
you make an effort to determine whether they are just acting as 
brokers or whether they are furnishing some other service which justi- 
fies the compensation which they get for the service they render, 
It seems to me that your agency would be particularly interested in 
this in those cases where you sell to priv ate enterprise commodities 
which are financed for export by ICA. There is a question as to 
whether or not an effort is made to determine whether it would be 
more economical from the standpoint of the taxpayers, since they 
have already subsidized these oaehinte, to make the transfer directly 
to foreign governments, financed between CCC and ICA, or whether 
you should continue the present policy of selling to private enter- 
prise for export under ICA financing. It is a question of policy 
primarily, and in pursuing the policy where you use private trade 
channels to the maximum extent pri acticable, whether a determination 
is made as to the type of services which are being supplied, and 
whether or not the profit being made by the individuals involved 
might be excessive. 

Mr. Bercer. Mr. Pulvermacher, would you have anything to add to 
that? You worked very closely on that. Mr. Pulvermacher is really 
our man who works with the other Government agencies ver y closely 
from my office. Do you have anything there that you might add? 

Mr. Putvermacuer. Not in particular, except to say that under 
section 402, as you know, ICA carries out its own view of its own 
operations under that program. We coordinate very closely with 
ICA, and any time they want information with respect to pricing on 
commodities we make it available to them, but the determination as 
to utilization of private trade channels under 402 is theirs to make. 

Mr. Bercer. Would it be fair to state that as far as we are concerned 
in the Commodity Credit Corporation any merchandise that we do 
sell that is in our inventories to ICA we sell it to them on the same 
basis as we would sell to anybody else ? 

Mr. Putvermacuer. That is right, pursuant to our monthly price 
list, which is available. 

Mr. Navcuron. At that point, Mr. Pulvermacher, has there ever 
been any occasion when ICA has asked CCC to make available surplus 
commodities from CCC stocks for the purposes of an ICA program, 
where, if the commodities were available, CCC has declined ¢ 

Mr, Purvermacuer. Yes, there have been instances where ICA 
for reasons of its own in certain countries felt that the country was not 
in a position to procure commercially and where they felt that a 
Government type of transaction is necessary, where they recommended 
it and we carried it out. 
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Mr. Naueuton. Have you ever turned ICA down when they made 


that kind of request 


Mr. Putvermacuer. I don’t recall if we have or not. In line with 
our policy on commerc ial channels of trade, we have suggested to 
them that is our feeling that they can carry their programs out in 
that manner, and that we felt it wé as desirable. 

Mr. Naventon. What if ICA says “We want to mi ake the transfer 
direct from CCC over to a foreign country”? Do you then feel it is 
a decision for the ICA to make, or does CCC take the position it is 
going to decide the policy ¢ 

Mr. PuLVeERMACHER. It is the decision for ICA to make because 
they may have cert: uin facts available to them that we don’t know. 
If they say there are good reasons why they feel that this must be 
handled on a government-to-government transaction, we do that. 

Mr. NAUGHTON. So in the future, if ICA came to CCC and re- 
quested direct transfer of CCC stocks for ICA programs, which were 
available, then you would grant that request 4 

Mr. PutvermaAcuer. If that were a matter of their policy. 

Mr. Naventron. | wonder if you would check the record to see 
whether there have been any instances in the past where CCC has 
refused a request of that kind by ICA. I seem to have received some 
information regarding a request from ICA for barley to be trans- 
ferred, and the impression I get is it was declined. 

Mr. Bercer. I do not know if that is the case in the 5 years I have 
been a Do you know why it was declined ? 

Mr. Naventon. No, but I m: iy have some notes on that somepl: we. 

Mr. Bercer. I would be glad if you have the particular instance, 
Mr. Naughton. We would appreciate it if you gave it to us and 
save us iene, a lot of paperwork for you. 

Mr. Navenron. I will do that. 

Mr. Bereer. If you do that, we will appreciate it a lot. 

Mr. Founrarn. Of course, these questions involve a matter of 
policy mostly since 1954. You have adhered to a policy of using 
private enterprise in substantially all of your transactions during 
this period ? 

Mr. Putvermacuer. Mr. Chairman, if I may add to that, I think 
it goes back also to the period following the war. Many of the 
oe tions were, as you know, on a gover nment- to- government basis. 

rradually, I think it was the position to reestablish commercial trade, 
and I think that is the reason. 

Mr. Founratn. Personally I am a private enterprise individual 
and I think private enterprise ought to be used where practicable. 
The thing that concerns me is whether or not a serious effort is made 
to determine if it would be more economical to deal on an agency- 
lo-agency or government-to-government basis than having these mid- 
dlemen in who natur ally are expected and deserve to m: ake a profit 
for their services. Here the taxpayers have already subsidized the 
commodities, and then private enterprise again buys from you, and 
perhaps indirectly sells to ICA. If that is just as economical as di- 
rect transfers, then as far as I am concerned it is all right, but I was 
inquiring as to whether or not an effort had been m: ide to determine 


whether that is the most eflicient and economical way to handle these 
transactions. 
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Mr. Bercer. I think Mr. Pulvermacher has said, too, Mr. Chair. 
man, we must always keep in mind that after the war was over there 
was an attempt to try to get trade developed between the different 
countries through trade channels, and I think that has been a natura] 
growth after World War II and the Korean conflict to try to get 
people back into commercial channels. 

Mr. Fountain. Do you consider the language “to the maximum 
extent practicable” in Public Law 480 to be a mandatory instruction 
to use private firms under any and all circumstances? 

Mr. Bercer. Up to the point where it is practicable. 

Mr. Founratn. In other words, you would adhere to it ? 

Mr. Bercer. I would say I personally in making the decision 
would lean over backwards and see that the private trade handled it 
because I am so sold that they can do a better job than we can, 

Mr. Fountarn. But you would, of course, agree also that the 
question of economy, efficiency, and good common sense should be 
taken into account in determining this? 

Mr. Bercer. Well, I would think that we should be a little bit 
mindful of having some doors open where there would be an oppor- 
tunity for some great, big, ridiculous windfalls of some kind. That 
is true. I think we need to watch it, and I think we do try to watch 
it to that extent, to the best of our ability. We are running a tre- 
mendously big program here and something can slip by before you 
know it, but as soon as we find out about it, we do attempt to tighten 
it up. : 

We are great believers that competition is an awfully good control 
of somebody making too much money. If there is more than one 
firm involved, I don’t think he is going to let the other fellow make 
too much money. 

Mr. Fountain. Mr. Cooper, has the legal staff had occasion or 
reason to make an interpretation formally or informally, of this pol- 
icy of using private enterprise ? 

Mr. Coorer. I don’t believe we have written any formal opinions 
on that. On individual transactions which have come before us, we 
have reviewed those, but no general interpretation of practicability. 
Of course, the word is “practicable” and I don’t find in the statute the 
word “efficiency.” I don’t find in the statute “economy,” and I think 
you have to read those into it if they are to be considered. 

Mr. Coorer. You don’t find the word “economy” or “efficiency.” 
You just find the words “to the fullest extent practicable” that gives 
you your grounds. 

Mr. Fountain. The word “practicable” covers a lot of territory. 

Mr. Coorrer. Is that mechanically practicable or monetarily 
efficient ? 

Mr. Naveuton. You said there was no reference to economy or 
efficiency in the statute. Would you consider it practicable to carry 
out the Government’s business without any regard for economy or 
efficiency ? ign 

Mr. Founrarn. He said his interpretation of the word “practicable” 
would include that consideration. 

Mr. Coorer. But such consideration would not be the vital or con- 
trolling factor necessarily. 


QXOKY INWEATICATION OF THE COMMODITY CREDIT CORPORATION 








ir- 
ere: 
ant 
ral 
ret 


um, 


ion 
it, 


the 


bit 
or- 
hat 
tch 


INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 379 


Mr. Fountarn. In other words, the compelling idea is to use pri- 
vate trade even if, on occasions, it might not be as efficient or 
economical. : 

Mr. Coorrer. One single transaction may be more efficient if the 
Government did it, but the overall effect of the policy where you 
have transaction after transaction would be to stifle the trade, and 
then we would have lost far greater than we would have lost in a 
single individual transaction. So you have to examine these things 
from an overall operating standpoint as well as just an individual 
transaction. on 

Mr. Fountary. Mr. Berger, what is your opinion as to whether or 
not Congress intended by this language to subsidize private exporters ? 

Mr. Bercer. I am sorry. 

Mr. Fountain. In enacting language with respect to use of private 
trade channels “to the maximum extent practicable” what 1s your 
opinion as to whether or not Congress had any intention by that lan- 
guage to subsidize private exporters? 

r. Bercer. Well, I doubt very much if Congress intended that. 
I think Congress in its thinking was certainly thinking of something 
much broader than that. I think they were thinking of the fact that, 
so far, at least, America stands for the free enterprise and the in- 
centive system. That is the one thing that has made America great, 
and that is the one thing that we would like to see and think it would 
be one of the greatest things to try to get other countries in the world 
working that way rather than working through having the Govern- 
ment do all the business, and that as long as we were setting this 
licy—that is my interpretation of what I think the Congress meant 
by it—they thought we needed to take the leadership in this field of 
getting away from Government doing all the business within the 
country. 

Mr. Founrarn. Then I take it you certainly wouldn’t conclude that 
‘Congress intended that private exporters be used without any regard 
to the expense or the necessity of service to be performed ? 

Mr. Bercer. That is right, except that I think that they were look- 
ing further than that. If it took a little subsidy to carry on the prin- 
ciple, why, I think they would be in favor of it, but just to do it for 
that purpose, I doubt if that is what they had in mind. I think 
a had a much broader view in mind at the time they put that into 
the law. 

Mr. Fountatn. I ask these questions because I have been amazed 
that so few Members of Congress realize what is taking place; that 
CCC sells to John Doe and John Doe in turn exports to an importer 
in some other country, and then ICA pays the bill rather than CCC 
dealing directly with ICA. 

Mr. Bercrer. Mr. Congressman, after all is said and done, though, 
I still come back to the question you asked me about what I thought 
Congress had in mind. ICA money is American taxpayers’ money, 
as I understand it, and that one of the reasons we are spending the 
money is to try to develop the country where the money is being 
spent, in order to stay away from the development of socialism and 
communism, if at all possible. Part of putting it into private chan- 
nels over there is to get the trade developed in that country. One of 
the reasons why I think the Congress looked that far ahead was to 
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be able to develop the country in which we were spending our tax. 
payers’ money and then to try to develop the free trade in the 
country. 

Mr. Founrarn. I agree with you, but I don’t think that the Cop. 
gress intended that) because we are helping these countries that the 
greatest economy and efficiency should not be exercised in the proces 
and that individuals should reap an undue harvest from the loss tha 
the taxpayers have sustained. 

Mr. Bercer. I agree itis unreasonable. I grant you that. 

Mr. FounrTarn. W hile this is not related to our inquiry, frankly, 
I feel that much of our mutual security program is doing the very 
thing we are so bitterly opposed to in this country. I think we are 
encouraging a good deal of socialism in other countries of the world 
because of the w ay in which we encourage other countries to operate. 
As I say that is aside from this inquiry. 

Mr. NauGutTon. Along that line, Mr. Berger, even though the ob. 
ject of foreign aid, as you have stated it, is to encourage free enter. 
prise, many “of these countries which are recipients of this foreign 
aid are actually socialistic, are they not? Yugoslavia, for example, 

Mr. Bercer. You are getting out of my field now. 

Mr. Naucuton. More to the point, Mr. Berger, much of the trade 
being financed under foreign aid is going to areas where there is not 
much prospect of developing private trade in U.S. products in the 
foreseeable future, is there ? 

Mr. Bercer. I wouldn’t say that was true from the time ICA or 
its counterpart was first developed after World War IT. ICA in 
those days was very, very heavy right into Europe and moved out 
of there since then. I think they did a wonderful job of bringing 
back the free enterprise or private trade interests or incentive sys 
tem in many of those European countries. Now, they are trying to 
move it down to poorer countries and countries that are further away, 
and are not as fully developed, nor ever have been. I would say | 
think in the countries where it was possible they have done quite a 
little to bring it back to private trade. 

Mr. Naventon. Aren’t there many countries to which all of our 
agricultural commodity exports are under Government programs be- 
cause the countries have no money to pay for the commodities 

Mr. Bercer. It comes under title I program and ICA. That is the 
purpose of it. Congress has appropriated the money for that. 

Mr. Founrary. Are ther any questions from members of the com- 
mittee on the subject of priv aks channels of trade and policy? 

Mrs. Dwyer. Mr. Chairman, I would like to ask one question of 
Mr. Berger. Do you feel your Department is making an adequate 
check on such a vast operation as this? Do you have the personnel 
to make that check ? 

Mr. Bercer. I certainly do. I am very, very proud of the record 
that. we have from the time I have been here in the last 5 years. | 
think we have an excellent staff. I think we have a fine organization 
of people who are continually working on these problems. We have 
our internal audit. We are doublechecked by the General Accounting 
Office, which Congress has set up to supervise all of our activities 
They work on them. We have our own C. & I. investigating staff 
Whenever we get the slightest suspicion, we turn them on right now 
to try and see ‘if we aren't keeping it clean, and frankly, I am very, 
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very proud of the record since I have been here. I am not saying 
there was anything wrong with the record before because many of 
the same, good, old civil servants that are sitting around here today 
were working on it then, but I am proud of the time that I know 
something about it. Jam very proud. 

Mr. Smiru. I wonder if I am correct in my assumption that you 
are saying if you did not move Government commodities through the 

rivate trade, ‘that would kill the trade. 

Mr. Bercer. I think you are going in the wrong direction. I don’t 
think you are going in the right direction. You are leading to the 
Government ti aking over every thing and doing all business. It is just 
the opposite to what I believe America wants to do and has been doing, 
you see. 

" Mr. Smiru. Did I get the understanding, though, that if you didn’t 
do this through private channels that then you would be reducing 
the amount of exports that were going through private channels? 

Mr. Bercer. I didn’t say that. I said this is much broader than 
that. This ot into the point of which philosophy you believe in. 

Mr. Smirn. Would it reduce the amount of trade they previously 
had ? 

Mr. Bercer. I don’t know. I would say I am sure we can’t do the 
job as well and as efficiently as the private trade can. I am confident 
of that. 

Mr. Smiru. Then you are not really saying it would kill the trade? 

Mr. Bercer. I imagine we would go on and do a volume of busi- 
ness. There is no doubt about that as long as Congress continues to 
give us the money to absorb the losses and furnish the title I programs 
and all of that sort of thing, we will do the volume of business, but we 
wouldn’t do it as efficiently as the private trade can. 

Mr. Smiru. Another thing: Did I understand that you say that 
domestic price supports have reduced the exports to foreign 
countries 

Mr. Bercrer. Well, when I was mentioning that, I thought that 
that was a question as to how much it has, because there are certain 
countries that are going to sell what they got anyway. Now, of 
course 

Mr. Smirn. The fact, for example, that corn happens to have a 
higher domestic price than the world market, has that actually re- 
duced the amount of corn that would be sold on the world market ? 

Mr. Bercer. We don’t know. We have not had to subsidize corn 
very much. We have been able to hold a nice volume on corn exports 
with a very, ver vy small subsidy. 

Mr. Smrru. You do have section 32 funds which you have not 

used; is that correct ? 

Mr. Bercer. You are getting over into another field, which is 
beyond my jurisdiction. That gets over in the Agricultural Market- 
ing Service, and I am not sure. I think you would have to ask that 
question of them, you see, because I am not sure. 

Mr. Smirn. Then my understanding was not correct that you had 
previously said that the price supports have run us out of the world 
market; that is not correct then 2 

Mr. Bercrr. I wouldn’t say that entirely. I would say that what 
we have been doing here is attempting to try to keep ourselves in 
the world market, but I also say that you get into the situation here 
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where you have many, many countries who are producing competi. 
tive commodities to our surpluses that we have in agriculture toda 
that they are going to have to sell them. They are going to sel] 
them, and they are going to sell them a little under us regardless of 
where we go. 

Mr. Smirn. Then I am interested, too, in this matter of develop. 
ment of exporters in foreign countries. Are you saying that by do. 
ing this you have developed a great system of exporters in these 
foreign countries that are now in the export trade that would not 
have been there had you not used this system ? 

Mr. Bercer. They wouldn’t have had anything to do if we were 
going government to government. Of course, they wouldn’t be there, 

Mr. Smirn. How many are we talking about? Are there a lot of 
exporters that are inthis? Foreign exporters? 


Mr. Bercrr. That depends on, if you take in all of the agricul 


tural surpluses, there are hundreds and hundreds of them. Now 
there are some very large international operators, say, for instance, 
in grain, and it boils down to a smaller number in cotton. 

Mr. Smirn. That is all I have. 

Mr. Fountarn. Mr. Langen? 

Mr. Lancen. No questions. 

Mr. Wirt. Mr. Chairman, I have the information you inquired 
about with respect to expenditures under title I, Public Law 480, 
May I read them into the record at this time to complete this phase! 

Mr. Founrarn. Go right ahead. 

Mr. Wirt. From the inception of title I, Public Law 480, program 
to January 31, 1959, the CCC investment in commodities furnished 
from its inventories was $1,843,533,403.79. Of that value the export 
sales value recovered by CCC was $1,111,806,224.99, leaving an excess 
over the sales value of $731,727,178.80. To that figure is added the 
gross cost of financing exportation under title I, including ocean 
transportation, of $3,032,297,787.78, a gross total therefore of $3, 
768,024,966.58. Foreign currencies sold for dollars represent a credit 
of $194,404,384.98. The net amount therefore of costs which will be 
recovered from Congress, and to some extent has been, by appropri- 
ation, is $3,569,620,581.60. 

Mr. Fountrarn. May I say it took me a long time to become accus- 
tomed to the use of the term billion. I used to be in the State legisla- 
ture where we dealt in thousands and occasionally in millions, but 
now even the States are beginning to be in the billions. 

Mr. Berger, when Congress passed the legislation, including the 
provision with respect to the use of private channels of trade to the 
maximum extent practicable, do you think it had in mind primarily 
US. firms? 

Mr. Bercer. Of course, it is awfully hard for me to tell you what 
Congress had in mind. 

Mr. Fountain. We have a problem ourselves. 

Mr. Bercer. I would say, Mr. Chairman, that I would hate to 
answer that question from that standpoint. I would say from all 
practical standpoints we attempt to use American exporters al- 
together, and as a policy we have determined that, and I would think 
that Congress had intended that we do that. After all is said and 
done, the American firms do pay American taxes, and we certainly 
need the taxes in this country to help pay the program. 
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Mr. Founrarn. I am inclined to agree with you. The Congress, 
of course, did not use language which differentiates between the types 
of private enterprise, but I think as a matter of good business and 
loyalty to the people in our own country, who are trying to make a 
living, I would think that the committee which reported the legis- 
Jation and passed it was thinking in terms of American firms. 

Mr. Bercer. Mr. Chairman, for the record, and I would like to ask 
all of my people here if we fundamentally have the policy of using 
the American exporters wherever it is at all possible, isn’t that right ? 

Mr. Corrman. I am Claude Coffman, Office of General Counsel. 
It is true, however, Mr. Chairman, that the statute provides, at least, 
Public Law 480 provides, that in negotiating agreements between this 
Government and foreign governments the President is to attempt to 
obtain the use of private trade channels, and I don’t find any differen- 
tiation in the statute between U.S. private trade channels and foreign 
private trade channels; so it would be my opinion that this Govern- 
ment, in getting agreements with foreign governments, should attempt 
to have that government use its private trade channels to the maximum 
extent practicable. 

Mr. Bercer. I think we have a recent illustration on that in our 
India barter negotiation. India requested carrying this out on a gov- 
ernment-to-government basis, but we required it be handled through 
trade channels because of our policy and our sincere belief that even 
India should develop its trade channels and handle it in this country 
through the private trade channels. That is how strong we feel about 
it, Mr. Chairman. 

Mr. Founrarn. In your position, as I understand it, you do exert 
an effort to use U.S. firms ? 

Mr. Bercer. That is correct. 

Mr. Fountratn. Primarily. 

Mr. Bercer. That is correct. 

Mr. Fountarn. Of course, as you say, this question of trying to 
interpret what Congress intended is not always easy, because the very 
purpose of legislation oftentimes is to give flexibility of action. While 
the Congress may find that certain things are being done which it did 
not intend by the language of the act, the act may not say anything 
about it, and in its reports Congress does not always spell out what it 
means. I personally feel that Congress certainly had no intention 
of establishing a subsidy program for foreign firms, even though there 
is nothing in the act which would say specifically that it should not 
bedone. What is your opinion about that ? 

Mr. Bercer. Well, we certainly think that that is true. 

Mr. Fountatn. In financing transactions under Public Law 480, 
does the CCC deal directly with foreign firms, or does it deal only 
with U.S. firms? This is more or less for the record. 

Mr. Bercrr. Pardon me. Would you restate that question ? 

Mr. Founrarn. In any financing transactions under Public Law 
480, does CCC deal directly with foreign firms or only with U.S. firms? 
__Mr. Bercer. I will answer the question, and I will ask my colleagues 
if I am answering it correctly. It is my understanding that we are 


financing only through the American firms. Am I correct on that 
one, John ? 


Mr. Dean. Yes. 
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Mr. Bercer. Mr. Wirin? 

Mr. Wirrn. Yes. 

Mr. Bercer. Mr. Pulvermacher ? 

Mr. Putvermacuer. Yes. 

Mr. Fountarn. What is the reason for that policy ? 

Mr. Bercer. In the first place, you are dealing with a company that 
you can get your fingers on in case you do have any problems. It js 
kind of hard to go to a foreign country and litigate any problems 
that you might run into. That, plus the general policy. 

Mr. Fountarn. In paying out what we know are tax dollars, then, 
CCC does make a distinction as to whether it goes to a U.S. or foreign 
firm ? 

Mr. Brercer. That is right. 

Mr. Fountain. What is CCC’s definition of a “U.S. firm” ? 

Mr. Bereer. I think I call for help on that one, Mr. Chairman. 

Mr. Fountrarn. I would be glad to hear from anyone who feels com- 
petent to answer the question. 

Mr. Bercer. John. 

You have to go to the lawyer’s side of the table to get an answer on 
that one, Mr. Chairman. 

Mr. Dean. We publish, Mr. Fountain, each month, a CCC monthly 
sales list, and the one you have in front of you is for the month of 
March. This monthly sales list is mailed to U.S. exporters and other 
interested persons. On page 3 under the heading: “Notice to Export 
Buyers.” 

On sales for which the buyer is required to submit proof to CCC of exporta- 
tion, the buyer shall be regularly engaged in the business of buying and selling 
commodities, and for this purpose shall maintain a bona fide business office in 
the United States, its territories or possessions, and have a person, principal, or 
resident agent upon whom service of judicial process may be had. 

That is the definition of an “eligible purchaser” from CCC. 

Mr. Berger is correct. We only sell our commodities to U.S. ex- 
porters who qualify under this particular definition. 

Mr. Founrarn. Of course, under this definition you do make it pos- 
sible for foreign concerns to deal with you so long as they have— 





a bona fide business office in the United States 

Mr. Dean. Correct. 

Mr. Fountatn (continuing) : 
its territories or possessions and have a principal or person or resident agent 
upon whom service of judicial process may be had. 

Mr. Coorrr. They would have to qualify to do business and become 
an American firm. We do not put out any test of citizenship. That 
becomes an impossibility. 

Mr. Fountarn. I think we understand that. 

Mr. Cooper. In the corporate nature of corporations it is impossible 
to determine how much stock of the American corporation may be 
owned by foreigners. We do require that they be bona fide transactors 
of business, which means this corporation is licensed and qualified to 
do business under the appropriate State laws, and it also means that 
they must be financially responsible because in other provisions here 
we say that their financial responsibility must be established with us 
or financial guarantees given us. What we have in effect is a test of 
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ability to go out and sue that man and recover on a judgment in the 
United States on any transaction we make with him. 

Mr. Fountarn. Is any investigation made to determine whether the 
firm is U.S.-owned, or whether it is just a subsidiary or affiliate of a 
worldwide firm which has complied with your requirements here? 

Mr. Bercer. Can you answer that one? 

Mr. Coorrr. I don’t know that any special investigation is made. 
We generally know fairly well the nature of the concerns by virtue of 
their names and affiliations and their financial assets, by having to look 
them up when anyone wants to buy from us. 

Mr. Naventon. Of course, Mr. Cooper, even if the firm was 100 
percent foreign owned and had an office set up in the United States, 
you would still deal with them as long as they had that office here? 

* Mr. Coorrer. As long as they had a resident agent upon which serv- 
ice could be had and American financial responsibility by which they 
could respond. 

Mr. Fountarn. But you do require American financial responsi- 
bility so that when you sue you have some chance of collecting ? 

Mr. Coover. Yes; either by letters of credit, bonds, or other type of 
guarantee. 

Mr. Fountarn. Let me see if I get it right. I think we understand 
one another, but as far as CCC is concerned, even though it is your 
interpretation or understanding that Congress intended you to use 
primarily U.S. firms—that is, U.S.-owned firms—according to your 
policy you are satisfied if a foreign firm gets mail in the United States, 
has an office here, and files the necessary legal papers here, such as 
letters of credit and so forth. Is that right? 

Mr. Bercer. And has an officer of the company here. 

Mr. Coorer. Some officer that can be responsive to service in an 
action; yes, sir. I think it might be said that some of our most 
respected grain firms are not American firms in the normal sense. 
Some of them are French houses who have come over here, and they 
are as much a part of France as they are a part of the United States. 
They are doing business at both ends. ‘They have a division, let’s 
say, over here, and they are qualified to do business here. 

Mr. Naveuton. Are you talking about the Bunge Corp. for one, 
Mr. Cooper ? 

Mr. Coorrer. I don’t want to name names precisely because I can 
get wrong very quickly, but there are a number of firms that are as 
much foreign as American in many respects. 

Mr. Navcuron. I was interested in your use of the term “respected 
firms,” and I was wondering to whom you were applying that because 
the Bunge firm is the one that defrauded the CCC of millions of 
dollars by fraudulently claiming subsidies on Canadian wheat. Is 
that the firm you have in mind ? 

Mr. Cooper. I have firms, not that one firm, in mind. 

Mr. Naveutron. Perhaps what you meant to say was some of the 
most important firms in the business are foreign. 

Mr. Founrarn. Let’s not try to read into the statement something 
which he may or may not have intended. However, if you want to 
consider how effective this policy is, it is my understanding that 
AMTORG, the Russian Government trading agency, either has or 
had an office in New York, and under the criteria which you are 
using, 1t would qualify as a U.S. firm, wouldn’t it? 
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Mr. Cooper. Yes. 

Mr. Fountrarn. About what percentage of the agricultural com- 
modity exports subsidized, sold or financed by CCC would you esti- 
mate are handled by the 10 or 20 largest firms? 

Mr. Bercer. I think when you ask that question you have to boil it 
down to specific commodities. 

Mr. Fountain. In terms of money. 

Mr. Bercer. In other words, you have a different group of people 
operating, for instance, in the export of cotton, Mr. Chairman, than 
you have in the handling and export of rice, and you have a different 
class of people or a different group of exporters who work in the 
grainfield, you see. So naturally in all those fields I think that you 
will find that there are two or three large ones that do a large per- 
centage of the business, just about the same as you find in normal 
business practices here in the United States. 

Mr. Naueuton. Mr. Berger, in terms of total dealings with CCC 
in dollar volume, you may not have figures available, but there would 
be 10 firms which have more dealings in dollar volume with CCC than 
any others? 

Mr. Bercer. That is just natural. 

Mr. Navcuron. Now, what percentage of the total export trade 
with CCC would be handled by the top 10 or top 20 firms in terms 
of amount? Would it be half or more than half? 

Mr. Bercer. I think it would be more than half. 

Mr. Nauauron. Seventy-five percent maybe? 

Mr. Bercer. Well, somewhere in between. 

Mr. Fountatn. Do you have any information on that, Mr. 
Naughton ? 

Mr. Naveuton. My own idea, Mr. Chairman, would be that per- 
haps if you took the top 20 firms it might run to something like 75 
percent. That could be a little bit high. 

Mr. Bercer. For instance, in cotton if you took the top five, I think 
you would run 65 to 75 percent. If you went into grain and took the 
top five or six, you would run into 75 or 80 percent, and I think that 
for rice, for instance, I think you would find again that you would 
pick out the top five out of that, and you would run into 65 or 75 
percent of the volume. 

Mr. Navueuron. I think if you took the top five on each commodity 
that they would handle over 50 percent. 

Mr. Bercer. That is right. 

Mr. Navenrton. I think 10 individual firms dealing with CCC 
would probably have handled 50 percent of the business on all com- 
modities. 

Mr. Bercer. I have to do some checking on that, because I get con- 
fused on what is the value of cotton as compared with grains. 

Mr. Naucuton. There are relatively few. 

Mr. Bercer. That is natural. It is the way the business is set up. 

Mr. Naventon. But there are 5 to 10 firms which are doing busi- 
ness with CCC in terms of millions of dollars every week. 

Mr. Bercer. Well, I think it is darn near true in each one of the 
classifications I have just given you, cotton and grain, and when 
you get to the two big ones that are in our surplus stocks here, why, 
there you are. 





le 
An 
nt 
he 
ou 
r- 
al 


vt 
ld 


an 


ude 


TMs 


yer- 
5 


ink 
the 
hat 
uld 


* (0 
lity 
CC 
om- 
con- 
Up. 
yusl- 
the 


vhen 
why, 


INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 387 


Mr. Naveuron. On that line, Mr. Chairman, on page 158 of the 

revious hearings on the investigation of the Commodity Credit 
Corporation there is a list of payments received from ICA by the 20 
firms receiving the largest amounts. 

Mr. Fountarn. Do you have any information as to what percentage 
of those firms are American firms or maybe foreign firms who com- 

lied with the requirement concerning establishing of a business office 
and so forth ? i 33 

Mr. Naveuton. Going down the line, the Leval Co., which is the 
second largest in terms of dealing with ICA and would be very large 
also in dealing with CCC, is a French firm, as I understand it. Is 
that correct ? 

Mr. Bercer. I think Leval is, fundamentally. 

Mr. Naveuton. Louis Dreyfus, which also appears on the list, is 
now merged with Leval & Co. The Bunge Corp., I think, originally 
was started in Belgium, but I have no idea where it is owned, except 
itis not in the United States; am I right on that ? 

Mr. Bercer. That isright. I am not sure either. 

Mr. Naventon. Inter-Oceanic Commodities Corp., I understand 
that the officers of that firm were Egyptians and that essentially the 
capital behind it was either French or some other foreign country. 
Some of the other firms on the list are definitely U.S. firms in terms 
of ownership, as well as classification. 

Mr. Bercer. Such as Anderson-Clayton. I know they are listed 
there, or Cargill, Inc., or Continental Grain Co. Those people, I 
think, are all from the United States. 

Mr. Founrarn. Of course, these commodities are going to foreign 
countries and naturally foreign firms are as interested in getting busi- 
ness and making a living as American firms. 

Mr. Bercer. Yes. 

Mr. Naveuton. Anderson-Clayton and Continental, while owned 
in the United States, are essentially worldwide firms in that they have 
branches all over, and Anderson-Clayton grows cotton in Brazil and 
Mexico. 

Mr. Bercer. Yes. 

Mr. Ruopes. Anderson-Clayton does not produce cotton in Mexico. 

Mr. Founrarn. What are your initials? 

Mr. Ruopes. F. M. Rhodes. 

Mr. Naveuton. Anderson-Clayton does not produce cotton ? 

Mr. Ruopes. They do not produce cotton in Mexico. 

Mr. Navcuron. Perhaps I should say they export cotton. 

Mr. Ruoves. They are worldwide exporters, but they do not produce 
cotton. 

Mr. Naventon. I think that has been one of the sore points of 
another congressional investigation. 

Mr. Fountain. You probably don’t have this information readily 
available, but more or less for the record are you able to give us with 
respect to commodities subsidized or financed by CCC, the extent to 
which these operations are handled by firms which are essentially 
worldwide commodity traders, rather than U.S. owned and controlled ? 

Mr. Brrcer. That would be an awful job, Mr. Congressman. If 
you thought it was of enough value, we probably could get some in- 
formation on it, but that would be a tremendous job. 
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Mr. Founrarn. I mean from your own knowledge, are you able to 
make an approximation. 

Mr. Bercer. Well, it goes back again to the fact that you have q 
small number of larger fir ms in e: ach « one of these commodities that do 
the major part of the business. 

Mr. Founvrain. In other words, the worldwide commodity traders 
naturally would do the greater portion of the business 4 

Mr. Bercer. That is correct. 

Mr. Fountain. Because of their operations abroad, as well as their 
connections with companies in this country ¢ 

Mr. Bercer. That is correct. They have the setup to do the job. 

Mr. Navewron. Has CCC ever made any analysis of its tremendous 
export trade to determine just which firms may be benefiting from 
its policy of using private channels of trade and the extent to whic ‘h 
they are benefiting / ¢ 

Mr. Brercer. W hy would we go to the trouble of doing that? 

Mr. Navueuron. I am asking the question. 

Mr. Brercer. Why would we be interested in making a thorough 
study on that alone? We know from the volume of the business we 
are doing with them, of course, approximately how much that is, | 
have not had any reason to make a study of that kind. I haven’ 
thought it worth the taxpayers’ money to make a study of that type. 
I see no particular value in it. 

Mr. Fountain. Of course if some question should be raised as to 
the extent to which foreign firms are engaged in these operations as 
contrasted with American firms in which, we are naturally all pri- 
marily interested, I can see why that information would be useful in 
ascertaining whether the trade picture is equitable. That is the reason 
I think of, but I was wondering if a question had arisen or if you had 
made such an analysis. 

Mr. Bercer. I have not. I have not concerned myself with it to 
that extent and have not been worried about it in particular. 

Mr. Founrarn. Any questions from other members of the commit- 
tee on this subject ? 

Mrs. Dwyer. Mr. Chairman, I wonder if it wouldn’t be of value to 
other Congressmen to have read into the record a transaction, for 
example, of the CCC from its inception to its conclusion because Tam 
sure many congressmen who will read this report would like to have 
that information. 

Mr. Bercer. You mean from the standpoint of the time we make 
a loan to the farmer, and the time the farmer turns over the grain to 
us, and then when we put it into our inventories, and how it is han- 
dled from there on clear on to where it is finally sold ? 

Mrs. Dwyer. Yes. I think, Mr. Berger, that would be of great 

value to the Congress, particularly to the new Members here this year. 

Mr. Fountain. You have in mind taking one or two typical eX- 
amples to explain the entire operation ? 

Mrs. Dwyer. That is right. 

Mr. Berger. Then we have the other method, of course, today in 
what we call the subsidy-in-kind program, which is effective on all 
grain at the present time, and rice, and will be in on cotton exclusively 
after the Ist of August. We havea good crop here of where CCC han- 
dles less of a contract; we merely pay a subsidy-in-kind for the com- 
modity, so we can explain that to you if you like. 
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Mr. Fountain. If you would supply that for us, instead of going 
over it now, I think it would save considerable time this morning. lt 
could save a lot of homework for some Members of Congress who 
might be confused about this operation. Every day we learn some- 
thing new about it because it is a gigantic operation. 

Mr. Dean. Would it be sufficient to just give two examples of the 
whole field ? 

Mrs. Dwyer. Perhaps in the cotton and rice programs. 

Mr. Founrarn. I think in testimony from representatives of ICA 
we had an explanation of one or two transactions beginning with CCC 
selling to a firm and explaining the operation here and the operations 
overseas between the American firm and the foreign firm and the 
foreign government. ‘Then we had an explanation of what the firm 
does, how it goes to the bank to get its money, what documents it has 
to produc e before it gets the money and what action is taken 1 in the 
form of price an: alysis. I think this would be an appropriate place 
for the information to go into the record, if it would not be too much 
trouble. 

Mr. Bercer. We will try to get something together for you. 

Mr. Founvaiy. It would be educational. 

(The information furnished appears in the appendix as exhibits 
F1-F7 on pp. T90—S00. ) 

Mr. Smiru. Suppose there was a transaction with the French and 
a French exporter handled it on the other end, but he happened to 
have an agency in New York. Would he then be able to handle it on 
both ends ¢ 

Mr. Bercer. If he was maintaining an office and meeting our re- 
quirements and was able to put up the bond or the American certified 
check behind it and all that sort of thing—letters of credit—he may 
be representing himself over here and in France. That is correct. 

Mr. Smiru. So in the event this clause we are talking about actually 
amounted to a subsidy to the exporters, then actually it would be in 
that case a subsidy to this one foreign exporter / 

Mr. Bercer. Or if he was maintaining two offices instead of having 
one here and one some place else over there. 

Mr. Smiri. But you have never made any study to determine how 
much of this goes to those kind of firms ? 

Mr. Bercer. No, because we figure if a company is running an office 
in New York and running one in, say, France, using your illustration, 
that he has pretty much the same costs as he would hi ave if it was an 
individual in New York and if it was an individual in France. He 
is maintaining two units of operation. He is performing two distinct 
services. 

Mr. Fountarn. Off the record. 

( Discussion off the record.) 

Mr. Naventon. Mr. Berger, I wonder if you can tell us how many 
different Government agencies have important responsibilities in con- 
nection with Government commodity export programs. 

Mr. Bercer. How many different Government agencies ? 

Mr. Naverron. U.S. Government agencies. 

Mr. Bercrr. Do you call the Department of Agriculture one unit? 

Mr. Naverron. Yes, of course we realize there are several agencies 
within the Department of Agriculture which have responsibilities. 
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Mr. Bercer. That is why I said, do you call it one unit? 

Mr. Navucuron. There would be the State Department and the ICA 
and so on. 

Mr. Bercer. Well, of course, Commerce gets involved in this, too, 

Mr. Dean. The U.S. Treasury and Customs. 

Mr. Bercer. Yes, and Customs, and how about our being forced 
to use half of the American ships on these. The Maritime Commis. 
sion gets involved. 

Mr. Dean. Bureau of the Census and Export-Import Bank. 

Mr. Naveuron. So there are certainly a large number of depart. 
ments and agencies which are involved in this export trade. Is there 
any central Government authority which has primary responsibility 
for coordinating export programs to see that they are carried out 
with maximum economy and efficiency ? 

Mr. Bercer. I think anything that involves CCC, where a subsidy 
is being paid or where CCC commodities are involved, we take the 
leadership. 

Mr. Naveuton. What about when ICA is financing exportation of 
commodities which come from CCC stocks? 

Mr. Bercer. As Mr. Pulvermacher said a minute ago, we consider 
that is their job to make determinations over there. 

Mr. Naucnton. Whose job is it, if anyone’s, to see that ICA and 
CCC coordinate their operations so the taxpayers get maximum 
economy and efficiency in the overall program 4 

Mr. Bercer. I think there is a very close relationship working there 
between ICA and CCC all the time. Mr. Pulvermacher is our con- 
tact man with them and they are continually in touch with each other 
on any problem in which there might be an interest to other agencies, 

Mr. Naventon. But there is no one who has an overall responsi- 
bility ? 

Mr. Bercer. Mr. Pulvermacher is the man heading it up now for 
us. 

Mr. Naveuron. For the Department of Agriculture, but what 
about ICA ? 

Mr. Bercer. I don’t know anything about ICA. I am not running 
ICA. I cannot speak for them. 

Mr. Navueuron. Is there anyone who has the job of seeing that 
Mr. Pulvermacher and his counterpart in ICA are meshing their 
operations closely and talking to each other and coordinating the 
whole operation ? 

Mr. Bercer. What coordination do you have in mind? What co- 
ordination are you looking for? 

Mr. Naventon. For example, you are selling commodities at re- 
duced price for export. Someone buys them and then sells them back 
under ICA financing. You have all different kinds of Government 
programs going on. “Ts there any central authority which tries to see 
these programs are coordinated? Is the White House doing anything 
on this? 

Mr. Putvermacuer. I think there are other offices involved. I 
think the White House does become involved in certain cases. There 
is, | think you know, the Inter-Agency Staff Committee that reviews 
title I programs, which has representation from all Government 
agencies concerned in agricultural export. ICA is represented on 
that. 
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Mr. Naveuron. Is it the job of that agency, then, to coordinate the 
programs ¢ , a , pulls 

Mr. Putvermacuer. It is their job to coordinate the 402 activities 
and title 1, title 2, and title 3 activities in terms of agricultural export 
into these various countries; yes, sir, in terms of program co- 
ordination. 

Mr. Naveuron. So that if there is some slipup between ICA and 
CCC with respect to the fact that ae are buying commodities 
and selling them back to ICA at windfall profits, if you want to call 
them that, would that be attributable to the area of responsibility of 
the Inter-Agency Committee? 

Mr. Putvermacuer. Mr. Naughton, I said program coordination. 
That is, a determination of quantities of commodities moving under 
these various programs into these various countries. Now, however, 
if a program such as 402 is under the administration of ICA, that 
particular program is operated according to their rules. 

Mr. Naventon. Does program coordination include trying to see 
that the two agencies work together so that the maximum economy 
and efficiency is obtained in the overall effort? 

Mr. PutvermMaAcHeEr. I would say so; yes. 

Mr. Naveuton. So there would be a responsiblity upon the Inter- 
Agency Surplus Disposal] Committee in this area 4 ; 

Mr. Putvermacuer. Well, sir, if you are talking about in terms 
of does the committee review prices; no. I don’t quite know what you 
are driving at. 

Mr. Naueuron. I am trying to find out what the committee does. 

Mr. PutvermMacner. Well, as I pointed out, the committee, basically, 
reviews the programs in terms of kind of commodities, the types, 
quantities, and the countries to which they are to go in terms of 
program coordination on commodities. 

Mr. Smirn. Whenever, for example, an exporter buys from CCC, 
is someone notified that has a liaison with both agencies as to what 
you sold and how much you received for it? 

Mr. PutvermacHer. No, sir; not in that detail. Are you talking 
about every transaction ? 

Mr. Smirn. Yes. At least any substantial transaction. 

Mr. Potvermacuer. Well, we do make a report. I think that report 
is under your supervision, John. 

Mr. Dran. I might say this: This monthly sales list we put out 
each month and it has in detail the commodities we have for sale, 
both domestic and export, and what the prices are. If ICA or any 
other Government agency is interested in knowing what price we 
are selling at or what we are willing to sell for, all they have to do is 
look at this monthly list or give us a call on the telephone. 

Mr. Surru. That doesn’t give them the information as to what you 
sold at any particular time? 

Mr. Dean. No, sir; it does not, not in that detail. 

Mr. Brrcer. The only place where you get involved there gets back 
to what Mr. Pulvermacher said before: These determinations as to 
what agencies or what fund is going to supply certain merchandise, 
certain surpluses into certain countries is determined before the fact, 
rather than after the fact. That is what is done in your committee. 

Mr. Putvermacuer. That is correct. I think the report would still 
be made on sales in excess of $100,000. Is that correct? 

64140—61— pt. 2-3 
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Mr. Dean. Yes; there is a monthly report which comes to you, Mr. 
Naughton, every month that contains the sales of commodities of 
$100,000 or more. 

Mr. Navenron. That report was started after the subcommittee, 
at hearings in 1955, found that the Department of Commerce, which 
had responsibility for enforcing export control provisions, was only 
obtaining information about CCC sales by reading them in the news. 
paper, was it not ? 

Mr. Dean. That is correct. 

Mr. PoutvermMacnuer. It was at the suggestion of this committee; 
that is correct. 

Mr. Smirn. Am I clear, then, that in the event CCC sells to some 
concern—we will say to an exporter—and at the same time ICA is 
buying some corn through the exporter, there is no interagency co- 
ordination so that IC A knows, for example, what a fair and reasonable 
price is as compared to what CCC is getting from the sale of the same 
corn / There is no relationship or coordination ? 

Mr. Bercer. I don’t know why there should be, because at the 
time th: ut, if we make a sale—we are making very few sales. but the 
same thing is true if we establish a subsidy on a certain shipment of 
corn; we ¢ don’t know when that exporter is going to see that corn, or 
who he is going to sell it to, or when he is going to sell it. As long 
as he gets it out of the country in the specified time, that is all we are 
interested in. 

Now ICA is buying. We don’t know what exporter they are going 
to buy from. We don’t have any particular interest in who the ‘y are 
buying from. We are selling the corn on the market every d: ay or we 
are establishing the subsidy “today on corn and that subsidy rate is 
established for three different 2-month periods, and just so the ex- 
porter gets it out in that period, that is all we are interested in 

Mr. Naventon. If you don’t know what he is going to get for that 
corn or have any idea, let me ask you this: How do you determine 
the fair market price for the corn ? 

Mr. Bercrer. We determine the subsidy on the basis of today’s 
market price in the foreign countries, today’s market price in the 
United States and then we say that we will make up the difference. 
The exporter bids to us on so many bushels of corn and he wants to 
ship, say, for instance in the March-April period. He has those 2 
months within which to deliver and he says, I will deliver a million 
bushels of corn during March and April for 5 cents a bushel. I don't 
know whether that is about what it is or not. It is in that neighbor- 
hood anyway. We say, OK, we will book that with you and during 
that period all of the interest we have is that he puts out a million 
bushels, and that he gives us proof of export within that period, and 
we will pay him the 5 cents a bushel in terms of corn for that. 

Now where he sells it, what program he applies it to, we don’t know 
because we don’t know whether he is selling that particular lot of corn 
or whether he is selling some other. We sold 120 million bushels of 
corn since last October. 

Mr. Navenron. Mr. Berger, it is CCC policy, is it not, to obtain the 
highest possible export market price when it sells its commodities? 

Mr. Bercer. That. is correct, if again the same thing is true with 
regard to establishing the subsidy rate. 
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Mr. Naventon. When you have the subsidy, in other words, you 
try to pay the lowest possible subsidy ? 

“Mr. Bercer. That 1s correct. 

Mr. Navenron. That is, under the payment-in-kind program which 
began fairly rec ‘ently on feed grain ? 

Mr. Bercer. That is correct. 

Mr. Naventon. CCC sometimes makes sales on a basis of price, de- 
livered f.o.b. boat at a certain port or freight alongside ship at a 
particular port; am I correct on that ? ix 

Mr. Bercer. That would be only for a certificate in kind, wouldn’t 
it, John ? 

‘Mr. Dean. That is right. 

Mr. Bercer. In other words, it is cashing in the certificate that he 
has earned for the export rate or the amount of the export for a par- 
ticular commodity. Then for him to get his money for that export, 
he has to get it in commodities, you see. 

Mr. Naventon. Where you are paying a subsidy, the exporter gets 
the commodity in the first instance off the private market ? 

Mr. Bercer. That is right, and to cash in the certificate we sell it 
are a we ‘kk f.0.b. boat. 

Mr. Naventron. Where you do make sales out of CCC stocks along 
with your payment-in- kind program, those might be at f.o.b. boat 
or— 

Mr. Dean. F.0o.b. vessel. 

Mr. Navenron. I think you have indicated you don’t have any 
specific information as to the prices at which purchasers from CCC 
are usually able to resell the commodities they purchase. 

Mr. Berger. That is correct. 

Mr. Naveuron. Naturally we all expect they are getting a higher 
price or they wouldn’t be in Pasiness very long. 

Mr. Berger. I have heard of a few being forced to sell at a lower 
price. That is their business. 

Mr. Nauvcuton. Let’s take an example of transactions where CCC 
sells grain f.o.b. vessel, New Orleans, and the purchaser from CCC 
then happens to conclude a transaction where he sells the same grade 
grain, also f.0.b. vessel, New Orleans. Now would it be your impres- 
sion, from your knowledge of market conditions and CCC operations, 
that the purchaser from CCC would usually have a comparatively 
small margin on his resale ? 

= Bercer. Not necessar ily. That is, I don’t know what his margin 
is. I don’t know where he is selling. I don’t know when he is going 
tosell or where he sells. 

Mr. Naveuton. The exporter is buying from CCC f.o.b. vessel on, 
let us say, March 20 and you are selling on : the basis of your knowledge 
of the market that day. Then he turns around and sells under the 
same conditions, f.o.b. vessel, New Orleans. If he buys corn from 
you at $1.10 a bushel, do you suppose he would get $1.50 down in New 
Orleans f.o.b. vessel ? 


Mr. Brreer. I don’t think the market would let him get $1.50 very 
ong. 


Mr. Navcuton. In other words, he probably might 
$1.11 a bushel 2 


Mr. Brrorr. That is what he might. be able to sell it for, 
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Mr. Naveuton. When the date and terms of sale are the same, you 
would expect the margin to be very small ? 

Mr. Bercrer. Sometimes it is very small or sometimes it is a logs 

Mr. Naucutron. There have been cases where the purchaser from 
CCC actually resold the grain at a lower price than they paid OCG) 

Mr. Bercer. That is right. 

Mr. Navucuton. They have still been able to make a profit by 
blending and mixing the grain / : 

Mr. Bercrr. No; I would say I am confident that you could get 
exporters in here to prove to you that they have made sales but at 
losses that they have not been able to get back. That is just 
merchandising. 

Mr. Naucuron. I am sure there are instances of actual loss, but 
it would be possible, because of the small margins with which these 
people are working, for a man to buy grain from CCC and sell it 
at less than he paid CCC and still make a profit by blending that 
grain, by mixing it and perhaps by having it gain weight through 
washing. Haven’t there been instances of that kind ? 

Mr. Bercer. Well, they are getting pretty smart when they do it 
that way. 

Mr. Naueuron. Isn’t there a compliance and investigation report 
of the Commodity Credit Corporation—I think it is on one of the 
west coast elevators—in which C. & I. went into a situation where 
they thought it strange that the purchaser was reselling at a lower 
price than he bought from CCC. His explanation was, and it is 
contained in the report, that he was able to make a profit by blend- 
ing the wheat and washing and mixing. That may not be an average 
case, but it is possible. 

Mr. Bercer. It isn’t possible very long if we ever catch him. In 
that particular case you are talking about, he actually had a hose 
running on the belt elevator. When we found that out, that was 
stopped in a big hurry and he paid us back some considerable dan- 
age, so he didn’t make as much money as he thought he was going to 
make by the time we got through with him, and I think that is in the 
record. 

Mr. Naveuton. But it is possible for exporters to make a profit 
by mixing grain, taking two different qualities and blending? 

Mr. Berger. Mr. Naughton, I want to say CCC has been one of 
the biggest blenders in the country. We do the same thing our 
selves. In other words, there is nothing disgraceful about that. After 
all is said and done, we have been doing it for CCC for a long time. 

Mr. Naueuron. Aside from running the hose on it, I am not saying 
it is disgraceful. 

Mr. Bercer. We don’t run the hose on it. 

Mr. Naueuton. What I am trying to establish is that this is a com- 
petitive industry. The margins are kept low and because of other 
activities which are customary in the trade it is possible to make a 
profit even though a firm might resell at the same price. It would be 
a very small profit. 

Mr. Bercer. That is right. 

Mr. Navcuron. With that in mind, as to small margins, if we find 
cases where exporters have bought commodities from CCC f.o.b. vessel, 
New Orleans, and then have resold the same commodity f.o.b. vessel, 
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New Orleans, on the same day at a much higher price under ICA 
fnancing, wouldn’t it be very likely that in that case either CCC has 
sold too cheap or ICA has financed too dear ? 

Mr. Bercer. I wouldn’t say that because I do not know a thing about 
ICA. I cannot condemn ICA in any way, shape, or form. I am not 
running that. I have no knowledge of how they operate from that 
standpoint. I would say that the very fact that an exporter today 
happened to be buying from CCC a certain amount of grain and he 
nae a sale today, it may not have been the same grain atall. It may 
have been some grain he has owned for 30 or 60 days or had the sub- 
sidy established on for 6 months. I don’t know what the man sold 
and I am not sure. . 

Mr. Naveuton. Well, he sells on the basis of standard grades. No. 
2 corn. , :' ' 

Mr. Bercer. I realize that, but I am telling you as far as what corn 
he actually sold that day off of his books, I don’t know and until you 
know that, why you can’t say that he has made any profit at all, you 
see. 

Mr. Naveuton. Wouldn’t No. 2 corn have to meet certain standards ? 

Mr. Bercer. Yes; but it wouldn’t necessarily have to be he is cover- 
ing that sale with that particular purchase he made from us that day. 
He doesn’t have to make the delivery of that one. 

Mr. Naucuton. Let us assume it is the identical commodity. 

Mr. Bercer. You are assuming that and from that standpoint. I 
won't accept that because I can’t assume. I have been in the grain 
business and I know how the thing is done. 

Mr. Naventon. Let’s not assume anything, then; let’s take a spe- 
cific transaction which actually happened and the record of it appears 
in the previous hearing of the committee. CCC sold broken rice for 
approximately $38 a short ton. ICA financed exportation of that 
same broken rice, the identical rice, at about $58 a ton. The time 
of the sales was approximately the same. The market condition had 
not changed appreciably within that time. Now do you think it would 
be normal for somebody to be able to get a markup of $20 a ton on 
rice he buys from CCC for $38 a ton unless you sold it too cheap or 
ICA paid too much ? 

Mr. Dean. May I say this, Mr. Naughton, the rice was sold by CCC 
on a competitive bid and was sold at the highest bid price CCC could 
get for it. That determined the market price as far as CCC was 
concerned. 

Mr. Naveuron. And you felt that you sold at the market price? 

Mr. Dean. Absolutely. 

Mr. Bercer. We sold it for the best price we could get. Anybody 
could come in and bid for it. 

Mr. Navenron. I think the record is going to make you look 
pretty good on this because ICA has filed a claim for $99,000 for 
overpricing. What I am trying to point out is that when you have 
these tremendous differences between what CCC sells for and what 
the purchaser sells for and ICA finances for, one of two things has 
happened: either CCC has sold too cheap or ICA financed too dear 
or ae both. 

Mr. Bercrr. I don’t know anything about ICA’s operations. I 
neither want to condemn them or condone them. 
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Mr. Smiru. Getting this rounded out to the point, what difference 
does it make whether it is sold and purchased the same day as lon 
as it is grade 2 corn. So what we are getting at here is that. where 
there is a purchase and sale the same day, there is no coordination 
between the two branches to determine what one paid and what the 
other received. 

Mr. Bercer. We publish what we are selling at least once a week 
don’t we, John ? 

Mr. Dean. Mr. Smith, this rice was put up for sale, and a press 
release went out to the trade that advertised the quantity of rice and 
the date CCC would take bids, 

Mr. Smiru. Did ICA get a copy of it ? 

Mr. Dran. I don’t know whether they got it or not. 

Mr. Bercer. I don’t know. All they have to do is get on the 
telephone and call us and say are you selling some broken rice and 
what is the price. We would give them the price. This rice was sold 
on a competitive bid basis and we got the market price for it, 

It was published, wasn’t it, John, what you sold it for? 

Mr. Smirn. There is no coordination between agencies, though 
to make sure you get the information back and forth? : ; 

Mr. Bercer. As far as we are concerned, that is their Job to come 
to us if they feel we have sold rice. I don’t know why we should 
have to run over and tell them “we sold some rice today, are you 
going to buy some?” / 

Mr. Smirn. We are trying to establish as a fact whether or not 
there is a coordination between the two agencies on these sales and 
purchases. 

Mr. Bercrer. From our standpoint, the information is available 
at all times in our office. They can get it any time they want, what 
we are selling and the subsidy is established and we are putting that 
out as public information all of the time. They have market infor- 
mation and if they are in error, why I can’t help that. We make 
some once in awhile ourselves. We don’t try to, but once in awhile we 
do. 

Mr. Lancen. Mr. Chairman, I have several question, probably not 
in line with what we have just been discussing, but first may I compli- 
ment the witness and the members that are with him for the elegance 
in which they have presented the testimony on this point. I should 
just want to make an observation or two before asking the questions 
relative to these sales. Having sold a volume of grain in relation- 
ship with the Commodity Credit, I can well appreciate the difficulty 
that you do have, as well as the significance of some of the points 
that have been mentioned, blending grains, as an example. _ It is one 
of the key points in marketing grain in all instances and in a good 
many cases can be used to advantage in moving qualities of grain 
that in some instances are very difficult to move, but by blending you 
can condition that to the point of where it will meet the needs and 
can be used in those respects. 

Now the question I wanted to ask in relationship of that was 
whether the Commodity Credit Corporation, in buying needs of that 
type of blend and offering for market are taking the full advan- 
tage that can be taken in moving surplus commodities in export 
channels through whatever means may be available of the private 
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concerns in the export business and so on, and I should add one further 

uestion to that and that is that the experience has been, has it not, 
hat we have expanded the export business in this field during the past 
several years. 

Mr. Bercer. Oh, that is correct. 

Mr. Lancen. Now following that through a little bit further, by 
virtue of so doing is it logical to assume that we have established a 
business relationship or a business pattern there that is apt to carry on 
even after the point at which Commodity Credit is not substantially 
involved and there are large degrees of surplus so that it becomes a 
future part of the business activity of this Nation and provides the 
future markets? Is that true? 

Mr. Bercer. I think it is definitely relative to future markets. I 
think the market development program carried on under the Foreign 
Agricultural Service, and I am not in the Foreign Agricultural Serv- 
ice, has done a lot in developing future markets. I have seen it with 
my own eyes. I have seen the increased demand for feed grains in 
particular by some of the programs they are developing, such as feed 
manufacturing and things of that kind going on in foreign countries 
to create a steady and future demand for our surplus grains. 

Mr. Lancen. Now one further question: What in your information 
is the potential of future developing, further expansion in the same 
field to expand these commodities ? 

Mr. Berger. Mr. Congressman, I would have to say that sure there 
is a nice chance for a future development and expansion of our ex- 
ports, but it can’t be done overnight. It takes time to develop that 
sort of thing. If you are looking ahead 10, 15, or 20 years, I can see 
a gradual increase, very definitely, but it takes time for that sort of a 
development. It isn’t done too fast. In other words, it isn’t going 
tocure the surplus overnight by this development program. 

Mr. Lancen. In line with that, and we have been discussing the 
matter of these sales and the fact that you wanted volume of com- 
modities and say we have X number of bushels of this commodity 
for sale and then bids are then received. Am TI right in that? 

Mr. Dean. Yes. Until May 12, 1958, on corn and July 1, 1958, on 
other feed grains, the program was on competitive bids for export. 
Since May 12 and July 1 for export we have a certificate-in-kind pro- 
gram, where the stocks for export are coming from free stocks, not 
from CCC, on which a certificate is earned, which, in turn, the dollar 
value of that certificate is redeemed in feed grains from CCC stocks. 

Mr, Lancen. Now the question I was getting to is, What is the de- 
termining factor in, for instance, getting to the point of saying we 
are during this period placing X number of bushels for sale ? 

Mr. Dean. On broken rice that Mr. Naughton has mentioned, the 
broken rice was obtained from the rice program back in 1955-56. 
That rice came in to CCC inventory, and market opportunities de- 
veloped where we could put this broken rice into the export market, 
so we started off on the basis of offering weekly 25,000 hundredweight 
on competitive bids. In other words, we go to the warehouse where 
the rice is located, list the lots in what we call a catalog. The variety 
and quantity is listed. This catalog was mailed out from our office 
in Dallas, Tex., to exporters who in turn submitted bids to the Dallas 
office. Those bids, in turn, came into Washington and were analyzed 
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with what market information we have here for acceptance or fe. 
jection. That generally was the type of program we operated when 
we were on competitive bids for export. 

Mr. Bererr. May I interrupt, John? 

Congressman, on this subsidy-in-kind program, you see you have 
a tendency there of keeping the grain from coming into the Com. 
modity Credit and then out again. You go right to the market and 
pick it up and all Commodity Credit does is really pay the subsidy 
with grain out of its stocks. 

Mr. Smirn. Mr. Berger, am I clear on this, that the exporter then 
may buy where he can buy the grain the cheapest—perhaps in Minne. 
sota—and get the same number of bushels somewhere else and due to 
the fact that there would be a big differential in freight, for example 
sometimes he buys in Minnesota and sells cheaper than he bought be- 
cause he picks up the difference in savings on freight? That is the 
way it works; is that right? 

Mr. Bercer. Well, freight is a factor, of course, but then most 
markets in the local territories take freight into consideration very 
rapidly, you see, unless the price support is stopping the price from 
going where it wants to go. 

Mr. Smirn. I think some of this will be explained when you give 
your concrete examples of cotton and rice. 

Mr. Naveuton. We want to try to finish up with Mr. Biggs this 
morning, if we can. So one more question on this: During ouw 
previous hearings we found examples—and we are finding more of 
them—where there were substantial “windfalls,” if we might call 
them that, between the price at which CCC sold the commodity and 
the price at which ICA financed the same commodity. At that time 
there didn’t appear to be any real precaution against such windfalls, 
Is there any more assurance now, as far as CCC is concerned, than 
there was at the time we started these hearings that the same thing 
will not happen again? 

Mr. Bercer. I can’t assure you that. I am not running the ICA. 
Our information is all available for them. It is there for them to 
come and get any hour of the day or night. They can give usa 
call; we can put them on the mailing list and give them this infor- 
mation as to what our subsidy rates are and what we are selling at 
and all of our Commodity Office information. They can get that in- 
formation any time they want. 

Mr. Dean. May I say this, Mr. Naughton: We have developed 
a working relationship with ICA, particularly their procurement peo- 
ple. We worked out arrangements that if they want to call us any 
time during the working hours and ask us what is the market price 
and the certificates-in-kind program today or tomorrow or the next 
day, we would give them that price. 

As Mr. Berger has said several times this morning, this is a de 
termination at ICA for them to arrive at what they determine is the 
market price. 

Mr. Naventon. You will also give them the price at which you 
sold that commodity ? 

Mr. Dean. We give it to them every day. 

Mr. Naventon. I am sure Mr. Berger wasn’t aware of it, but we 
received one informal complaint from ICA with respect to dry milk 
transactions which they were examining for overpricing. ICA f- 
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nanced the transaction at about 11.5 cents a pound for dry milk. 
They called CCC in connection with this transaction to ask what the 
oct price for dry milk was. ICA was told it was 11.9 cents and 
on that basis they OK’d the transaction. However, on further in- 
vestigation—I believe we may have given them a little tip on this— 
they discovered that the actual price at which CCC had sold to the 
exporter had been 9.9 cents freight alongside ship. This involved 
shipment of about 5 million pounds of nonfat dry milk to Bolivia. 
As a matter of fact, the company made an extra profit in that they 
had bought from CCC on the basis of 9.9 cents freight alongside 
ship San Francisco, but took delivery of the dry milk in Wisconsin 
or Minnesota with the rail freight to San Francisco deducted. Then 
they shipped the milk out through lake vessels by way of New York 
at a saving of about $30,000 in freight; in all, there was $99,000 
difference between the amount which CCC received for this dry milk 
and the amount which ICA paid out to finance the exportation of the 
same dry milk. The liaison procedure just didn’t work on this one. 

Mr. Dean. Mr. Naughton, I would like the record to indicate that 
the export sales price on CCC milk, nonfat dry milk since 1956, up 
until February 1, 1959, has never been changed. 

Mr. Naventon. This transaction occurred back in 1956, I think. 

Mr. Dean. From 1956 up until last February the export price for 
CCC milk has remained constant. There may have been an error. 

Mr. Naventon. No, here is how it happened. The listed price for 
nonfat dry milk was 11.9 cents freight alongside ship at the time of 
this transaction. However, CCC also had another program in which 
it took competitive bids for nonfat dry milk. For 4 or 5 months 
previous to this transaction and thereafter, all CCC sales except one 
or two had been made at 9.9 cents, freight alongside ship, which was 
the minimum bid that would be accepted. 

Mr. Dean. The CCC export price was 9.05 cents per pound in bags 
and 9.9 cents per pound in drums or barrels. 

Mr. Navcuron. The listed minimum price in the announcement 
was 11.9 cents and the actual price at which CCC was making sales 
on bids was 9.9 cents, and, of course, this confused ICA somewhat. 
I think we have straightened them out on this particular transaction. 

Going on to price review under Public Law 480 transactions, so we 
can try to finish with Mr. Biggs, the chairman wrote a letter on 
December 20, 1958, to the Secretary of Agriculture, asking a num- 
ber of questions concerning operations under Public Law 480, par- 
ticularly on price review in connection with exports under title I. 
We have letters from the Department dated January 30 and March 6, 
1959, and Mr. Chairman, I think those should be inserted at this point. 
I think some of the questions we have to ask may cover the same 
points, but will be useful in clarifying the facts of the situation. 

(The correspondence referred to follows :) 

DECEMBER 20, 1958. 
Hon. Ezra Tarr Benson, 


Secretary of Agriculture, 
Department of Agriculture, Washington, D.C. 


Deak Mr. SecreTARY: As you may know, the Intergovernmental Relations 
Subcommittee is interested in operations of the Department of Agriculture 
under the authority of Public Law 480. In this connection, it would be appre- 
ciated if you will furnish the following information to the subcommittee: 

1, An estimate of the approximate total quantity and value of each commodity 
exported under title I of Public Law 480 since the beginning of this program, 
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together with an estimate of the percentage of each such commodity coming 
from CCC stocks. 

2. A description of precautions, if any, taken by the Department of Agriculture 
to insure that exporters do not use title I financing as a device to convert €Xcegg 
foreign currencies into dollars, including particularly— 

(a) a full description of any price review carried on with respect to 
title I transactions. Please include copies of all regulations and instructions 
and an explanation of operating procedures. 

(vb) a description of procedures, if any, designed to insure that agents 
commissions are proper and not excessive. 

(c) a description of precautions, if any, taken to insure that the quality 
of commodities shipped conforms to that called for by the authorization anq 
sales contract. 

3. A statement as to the total number and amount of claims made and the 
total amount collected with respect to overpricing or improper commissions 
on transactions financed under title I, together with a description of each such 
claim. In the event that the number of such claims is so large as to make 
this request burdensome, it will be satisfactory to provide an estimate of the 
total number of claims and the total amount claimed and collected, along with 
a description of some of the more important cases. 

4. A statement as to whether the Department of Agriculture believes jts 
present rules and procedures with respect to overpricing and improper and 
excessive commissions on title I transactions are adequate to properly protect 
the public interest. Please include a brief description of significant changes, 
if any, in such rules and procedures which have been made since the beginning 
of the program or are planned in the future. 

Your cooperation will be appreciated and, I am sure, will be helpful to the 
subcommittee. I would appreciate it if you will arrange for the appropriate 
personnel of the Department to contact the Subcommittee Counsel, Mr. Naughton, 
on receipt of this letter in order to clarify any questions concerning the infor. 
mation desired and to make arrangements concerning the time when it will be 
furnished. 

Sincerely, 

L. H. Founratn, 
Chairman, Intergovernmental Relations Subcommittee. 


DEPARTMENT OF AGRICULTURE, 
Washington, D.C., January 30, 1959. 
Hon. L. H. FOUNTAIN, 
Chairman, Intergovernmental Relations Subcommittee, 
House of Representatives 

DEAR CONGRESSMAN FOUNTAIN: This is in response to your letter of December 
20, 1958, concerning operations of the Department under the authority of Public 
Law 480. The following information is submitted in order of the questions 
raised : 

1. A table is enclosed listing the approximate quantity and estimated export 
market value for shipments under title I, Public Law 480, from the beginning 
of the program through December 31, 1958. The percentage of commodities 
shown as coming from CCC stocks is based on fiscal recordings of individual 
sales transactions through June 30, 1958. Although there is a difference of 
6 months in the figures used, application of the percentages to the quantities and 
values shown will be a good indication of the volume of commodities shipped 
from CCC stocks and from commercial stocks through December 31, 1958. The 
percentage coming from CCC stocks for some commodities, however, should 
decrease in the future because of payment-in-kind programs now being operated 
by CCC (such as wheat, feed grains, and rice) which result in greater quantities 
being furnished under title I from commercial sources. 

2. In general, the assurance that the quality of commodities shipped under 
title I, Public Law 480, conforms to that called for by the authorization and sales 
contract is obtained through an official Department of Agriculture quality certifi- 
cate. For example, all wheat and most corn purchase authorizations provide 
for financing grade U.S. No. 2 or better and this minimum quality specification 
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js assured by requiring an export grain inspection certificate issued by an in- 
spector holding a license under the United States Grain Standards Act. Barley 
authorizations specify grade U.S. No. 3 or better and require the same export 
grain certificate. Nonfat dry milk aut horizations specify U.S. extra g rade and 
require an inspection certificate (form DA 136) issued by the Inspection and 
Grading Branch, Dairy Division, Agricultural Marketing Service. , 

On the other hand, upland cotton generally is sold under title I on the basis 
of private grades. The authorization specifies grades within the Universal 
Standards for American upland cotton and having a staple length of thirteen- 
sixteenths inch and longer. To check on quality, both the importer and CCC may 
obtain foreign quality arbitration under specified market rules. ; 

8 As members of our staff indicated in telephone conversation with Mr. 
Naughton, detailed information concerning claims under title I transactions 
must be obtained from CSS commodity offices so that a statement on claims 
activity will be furnished later. 

As to title I price review and procedures concerning agents’ commissions, we 
are transmitting copies of applicable regulations, procedures, and pricing provi- 
sions. Further information will be developed and furnished the committee. 
Since this information affects question No. 4, and since title I financing regula- 
tions are now in the process of being revised, response to question No. 4 will 
also be furnished later. 

Sincerely yours, 
TRUE D. Morse, 
Acting Secretary. 


Title I, Public Law 480: Exports through Dec. 31, 1958 (including percentage 
from CCC stocks) 


Estimated | Percentage 
Commodity Unit Quantity | export mar- from CCC 
ket value stocks ! 


Thousand 


Grains: | Thousand dollars 
Wheat, wheat flour, bulgur......--| Bushel__. i | 597,614 | 989, 494 | 51 
Corn... - sae | Naa ink ‘ 61,681 | 83,435 | 62 
Barley - - - ; Mecca. j 60, 708 65, 131 7 
Oats 2 Ossie . 6, 394 | 5, 036 | 100 
Grain sorghums.-.-_......--.-.--. sign cs otis | 20, 462 20, 838 | 85 
Rye.. . ; - nel lcerens . | 4,738 5, 887 | 75 
Fats and oils: | | 
Cottonseed oil... __...- . Pound - _. pias 561,170 | 91, 787 | 32 
Soybean oil_._.___- do.._. ye 1, 542, 389 | 235, 690 |....-- —e 
Linseed oil ee ocean 7,490 } 1, 238 21 
eR 5 : Ge. .... | 180, 077 25, 153 iodiit 
Tallow... : x ae ee aoe 184, 979 16, 904 | ‘ 
Dairy products: | 
eee Li ene aes “a 91,731 | &, 524 100 
Dry whole milk_- ; 5 do : ae 3. 049 1. 628 0 
Evaporated milk____- ; is CO ‘ bg 23, 878 | 3, 128 | aes Rake 
Condensed milk___._____- do : ; 8, 344 | 1,814 aaa : 
Anydrous milk fat cued pattncaas ‘ | 780 459 100 
Cheese. do 18, 819 4, 599 100 
Butter, butter oil, ghee_- do___. 39, 119 17, 442 | 100 
Whey... , : -do___- 2, 001 130 | ain 
Meat and poultry: | | 
Beef____ Dee Mad ee . = oP , 93, 210 28, O82 | I 
Canned pork products - oe | Veer 19, 991 9, 943 sed 
te ‘ ph ere oie 4, 561 1, 205 
Fruits and vegetables: | | 
Canned fruits and juices_- ha ais ae hes | 28, 435 | 3,850 | take 
Fresh fruit... _- saeebeedci as. 2 ane 40, 879 2, 900 | 
Dried fruit _- ‘ do____- 2, 269 6, 562 ‘i 
Potatoes ____ a eS ; 50, 862 1, 392 on 
Other: 
es =" NDS oii ces ; 2, 987 471, 409 | 76 
Cotton linters____ do___- : 7 299 ‘ 
Tobacco ; Pound 189, 929 133, 614 | Ee 
Dry edible beans __. Hundred weight 67 485 | 100 
Seeds ; do____. : 10 ee ee 
Rice. do___. 27, 874 180, 047 85 
Total___. 


rae ten mone Sicrababhereeea tae sheiseiniehad 2, 418, 499 | 


1 Percentages taken from fiscal recordings of transactions through June 30, 1958. 
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DEPARTMENT OF AGRICULTURE, 
FOREIGN AGRICULTURAL SERVICE, 
Washington, D.C., March 6, 1959 
Hon. L. H. Fountarn, ; 
Chairman, Intergovernmental Relations Subcommittee of the Committee on 
Government Operations, House of Representatives. 

Dear ConGressMAN FountaIn: This has further reference to your letter of 
December 20, 1958, concerning operations of the Department under the authority 
of Public Law 480, and to our reply of January 30, 1959, furnishing information 
and material available at that time. We make particular reference to paragraphs 
numbered 2, 3, and 4 of your letter. 

You inquire regarding precautions taken by the Department to insure that 
title I financing is not used as a device to convert excessive foreign currencies 
into dollars. The desire of the buyer (importer) to obtain the lowest price 
and competition hetween exporters are deterrents to overpricing in those eases 
where the importer and the exporter are not affiliated and where there js no 
deliberate attempt to violate the program regulation against “kickbacks” by 
agreeing to a contract price in excess of the fair price for the commodity. Oyr 
price review regulations and procedures provide additional deterrents in this 
connection. 

The act requires that private trade channels be used to the maximum extent 
practicable with respect to surplus agricultural commodities. In carrying out 
this directive, we have determined that we normally must finance export sales 
which fall within the prevailing range of export market prices as established 


by a volume of transactions. We limit financing of the supplier’s price to the . 


prevailing range of export market prices as applied to the terms of sale at 
the time of sale. In general, we review the gross export sales price and com- 
pare it with the prevailing range of export market prices. In the case of 
cotton, we require that the export sale be registered with our New Orleans office 
within 5 days after the sale is made, and the price is reviewed at that time. 
For some commodities where the only source of supply is from CCC inven- 
tories, and sales by CCC create the market quotations available, we must con- 
struct the export value (against which will be compared the export sales price 
under review), by combining the initial acquisition costs from CCC with the 
eosts of transportation, handling, and processing plus a reasonable markup. 
In some cases, we have been able to use the provision in the regulations which 
limits the maximum price to be financed to that specified in the purchase authori- 
zation. This is currently being done in the case of financing the export sale of 
the unmanufactured tobacco content of tobacco products. Section 11.11 of the 
regulations governing the financing of commercial sales of surplus agricultural 
commodities for foreign currencies contains provisions with respect to export 
sales prices which will be financed. 

The internal operating procedures of the Commodity Stabilization Service 
(Handbook 38-FI) provide for prompt review of the documents required to 
be submitted by suppliers. Claims are made promptly against suppliers whose 
prices are found to be excessive pursuant to such review. Section 11.11(c) of 
the regulations requires that claims against suppliers based upon price review 
be asserted within 90 days after the date the required documents are received 
by CCC. This period was prescribed because of the difficulties which would be 
placed upon the trade in leaving transactions unsettled for a longer period. 
Despite the short period of time for filing claims, we feel that the interests of 
the United States are safeguarded because, whenever a claim becomes evident, 
demand is made immediately (even though such claims may not be fully de- 
veloped) in order to protect the Government’s interests. 

When a sale is made to an importer which is an affiliate of the supplier, the 
deterrents of competitive pricing are not present. There is accordingly a 
greater likelihood of excessive pricing when the parties to the transaction are 
affiliated. We have been aware of the existence of affiliation in the export 
trade with respect to certain commodities such as tobacco and some dairy 
products and have limited financing of export transactions involving these 
commodities by specific provisions contained in purchase authorizations. In 
such cases where the parties to a transaction are affiliated, it is our policy to 
limit financing to the sum of the initial acquisition cost plus handling, processing, 
and transportation costs to point of delivery, and such markup as may he regu- 
larly and customarily charged. The program of the Internal Audit Division 
of the Commodity Stabilization Service includes audit of selected suppliers 
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participating in the program and is designed td disclose whether prices are in 
excess of such cost plus markup. 

Other instances where we have provided regulatory or other precautionary 
measures to prevent conversion of excess foreign currencies into dollars or 
otherwise to limit dollar financing, are as follows: 

1. Agents’ commissions.—Suppliers are required to report all commis- 
sions on the Invoice and Contract Abstract (reverse side of CCC Form 
329). Section 11.4(d) (4) of the regulations provides that purchasing 
agents’ commissions are not eligible for financing. Ocean freight brokerage 
commissions in excess of 214 percent and address commissions are declared 
ineligible by section 11.i2(e). Selling agents’ commissions must be paid 
to bona fide established commercial or selling agents in order to qualify 
for financing. The application of our policy and regulations is illustrated 
by the attached circular which relates to division of fees earned on “over- 
pricing” cotton in excess of prices charged to customers in general. 

2. Bulk commodities—The Department established a policy in August 
1957 with respect to sales of bulk commodities requiring that commodity 
and ocean freight be contracted for separately for the purpose of increasing 
competition for freight contracts under title I. Other benefits to the pro- 
gram resulted from this policy. When the ocean carrier is owned or con- 
trolled by the supplier, the blending of ocean freight costs and commodity 
costs into cost and freight or cost, insurance, and freight prices affords 
opportunity to adjust such components of the prices up or down depending 
upon whether or not the ocean freight cost is financed by CCC. The upward 
or downward revision of contracted prices to obtain increased financing is 
substantially prevented by this requirement. The policy is implemented by 
issuing separate purchase authorizations for the commodity and ocean 
freight. If the supplier of the commodity is also the owner of the vessel, 
such supplier may not charge more for the ocean freight than the amount 
originally contracted for with the importer. This separation of the com- 
modity cost and ocean freight cost portions of the contract also serves to 
facilitate the price review function by the separate identification of elements 
of price which are more easily compared with existing market quotations. 

3. Adjustment refunds and insurance.—This area represents another 
means by which dollars might be acquired by importers at the expense 
of the United States in exchange for foreign currencies. Section 11.4(d) (5) 
and (6) of the regulations provides for the recovery by CCC of dollar 
refund adjustments and dollar insurance payments made to importers 
under the program, and for the return of the foreign currency equivalent 
to the importing country upon receipt by CCC of such dollar payment. 
During March 1956, our regulations were amended and supplementary 
instructions were sent to U.S. banks to improve the accumulation of infor- 
mation regarding the amounts of dollars thus acquired by importing 
countries. 

Compliance with the regulations is determined on a test basis by the program 
of the Compliance and Investigation Division of the Commodity Stabilization 
Service. That division has made a number of surveys to ascertain supplier 
conformity with title I, Public Law 480 regulations and with the requirements 
of special provisions attached to selected purchase authorizations. These sur- 
veys have also sought to test the validity of supplier representations and certi- 
fications made in CCC Form 329, Supplier’s Certificate. 

In addition to surveys, the Compliance and Investigation Division has con- 
ducted investigations in specific areas involving named suppliers who were al- 
leged to have violated the regulations. In al! instances, written reports have 
been submitted to interested administrative officials which have been or are 
being acted upon in keeping with the investigative findings. 

Additional safeguards are included in the regulations which limit dollar 
financing as follows: 

(1) Refund of dollar financing may be required in the event of breach 
of agreement by the importing country (11.4(d) (2) ). 

(2) Discounts must be deducted from supplier’s invoice (11.4(d)(3)). 

(3) Export sales receiving benefits of other Government programs may 
not be financed under Public Law 480 unless specifically authorized (11.6). 

(4) Documents must be presented within 210 days after expiration of 
delivery period (11.7(b) (3) and 11.8(d)(8)). 
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(5) Aship’s dollar disbursements are not eligible for financing (11.12(f)) 


A revision of the regulations is being made at the present time. 
of the regulations, as it relates to the subject matter of your inquiry, yj) 


include— 


(6) Consigned stocks (except cotton) are not eligible for financing (11), 


This revision 


(1) A requirement that all suppliers certify compliance with “affiliate” 


provisions. 


(2) Specific provisions with regard to eligibility for financing of estab- 
lished commercial or selling agents commissions will provide, in addition to 
other requirements, that such commissions must be at a rate customarily 
and usually charged for the services provided and the commodity involved, 

(3) A provision that, with respect to cost, insurance, and freight cop. 
tracts, the cost of insurance will not be financed in those cases where ocean 
freight is not financed. 

A schedule of claims which have been asserted under title I from the begip. 
ning of the program, through December 31, 1959, showing the status of each, 


is enclosed. 
Sincerely yours, 


True D. Morse, Acting Secretary. 


Claims for excessive price and excessive or improper Commissions under title | 
Public Law 480 


iT 











Name | P.A. No. Amount Nature of demand 
Washington: | 
Interoceanic Commodities Corp----| 14-01-OT | $1, 949.65 -| Improper com- 
| } mission. 
Liggett & Myers Tobacco Co-.---- | 25-19 | 10, 330.00 | Excessive sales 
| price. 
Ee ae ee es 25-19 | Sere a6 ce cakis 
Do. ’ | 25-19 6, 840. 00 OD kde iinet 
Do. 25-19 8. 000. 00 do 
Do | 40-18 15, 936. 75 .do | 
aT ae ee 40-18 10, 651. 75 |..... iss eek 
i irl | 40-18 5 ee 1 Resenn OO a 
P. Lorillard Co.......-.-...--.....-] 25-19 4, 600.00 |_.--. tae 
Do E E  cdh okie a dihdleeaee 25-19 9, 395. 00 Ma watn cubase 
SS eee cline état 25-19 1, 820. CO }_._-. ie 
Do " | 25-19 (fe  % te do 
Philip Morris, Inc om 25-19 12, Ge. OF 1oos<« do es 
Do a é 25-19 5, 463. 00 }____- ae .. 222 oe 
a ee ae ee ee 25-19 3, 501.65 |_.--- nee 
Do - oni 25-19 11, 933. 22 do oon 
Do oe ssaalneteucan 40-18 904. 65 do 
R.J. Reynolds Tobacco Co-------- 25-19 2, 730. 00 ae. tna 
Do- bcs dab sent cee athena 25-19 455. 00 do 
a lal 40-18 308. 95 |..... Wtihenanmaens 
Cincinnati: 
Berns & Koppstein, Inc_-_------ 15-24 OOF his Obs 
ne th ec ea 15-24 TG i deine 
Do.- nek eae arate 15-24 270. 98 do én 
Do 3 sidan vihhihdaces 15-24 270. 98 do a 
Do Sede ee ee ie 15-24 270. 98 _..do ee 
California Date Growers Associa- 40-11 100.00 | Improper com- 
tion. mission. 
Consolidated Dairy Products. ----- 42-04 1,755.23 | Excessive sales 
rice. 
I i a le te ala 42-04 2, 574. 66 Sie a i ate 
a ee 42-04 Robe 2 Oe “eens 
a i ai eeuitdesheicebanicha lille 42-04 AS ae eae 
aed 424 74a 20 |.<.-.00.~ s 
| REG Ra Ae a eer = 42-04 lj tee OF Liccec Ne cece 
EE ee a ee 42-04 8 ee “eee | 
i ste ciate a oad 42-04 (i | ee eee eee 
NII ica Shak pipette won calvin naan 42-04 Se Os cae 
a ae een 42-09 1, 313. 51 eS ee 
UN bah sendsndinbiebbucinkenaisnned 42-09 1, 330. 88 |____- ect edocs 
Do 42-09 Sere fo 3, -2@e ck wsaeew 
Do-_- . 42-09 2,097.00 | do 
Do | 42-09 | 743. 0 ac 
Do 49-09 1, 74. 75 do 
Do 42-9 | 1, 769. 37 do 
Do 49-9 1, 033, 2° do 
Do 12-09 1, 382. 63 do 
Do {2-09 795. 4 do. 
Do | 42-09 | 2,386.35 |-__- do 
Do - ee weigiaatl 42-09 | 1,060. 60 |... do... | 
Do SN ean eae 42-09 | 7,424.20 |___- do. ae 
at 42-09 | SURF OO NS ccs asnel 


Disposition 


— 


| Collected. 


On hand, 


Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do, 
Do. 
Do. 
Do. 


: | Collected, 


Do. 
On hand, 
Do. 
Do. 
Do. 
Do. 
Do, 


Do. 
Do. 
Do. 
Do. 
Do. 
Collected. 


| On hand. 


Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do, 


y 


Dalla 
I 


Eva 
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)) Claims for excessive price and excessive or improper commissions under title a, 
2): Public Law 480—Continued 
ion eS. | | | - 
vill } Name P.A. No. | Amount Nature of demand| Disposition 
—o aid gs a os | ‘ oa ' - 
te” ncinnati—Continued | | 
Cincin rnia Packing Corp. .--------- 40-06 | $67.24 | Improper com- | Collected. 
| mission. 
ab- Foremost International Dairies- | 37-06 | 664. 04 |..--.do_._------- Do. 
ito | June Dairy Products Co-_. -----| 37-06 | 90.72 |...-.do._--------| Do. 
ily ae baad 37-06 | 79. 80 |... do. Do. 
Nestle’s Products (Export), Inc_-.-| 15-24 673.73 | Excessive sales | On hand. 
red, | price. 
‘O- Sunkist Growers. ------------ scesel 40-05 | 50. 00 | Improper com- | Collected. 
ean j : : . | _ mission. 
World Over Export Trade Corp----| 15-03 | 1, 666.72 | Excessive sales | Withdrawn. 
| | price. 
- as: | 
= Da aifour Guthrie & Co---- el 29-01 | ee ae Withdrawn. 
ach, a. 29-01 | 85 ~do_- Do. 
Do. 29-01 | ee b ee eee Do. 
ee .. oo . 29-01 | 45 \- <A men eaien Do. 
Do. 2-H)1 | 02 co ial Do. 
y. ie we ‘ : 29-01 | 532. 81 | CE ites Do. 
le I Bernadine Shipping Co . 29-01 77 fu ee eS an Do. 
’ Bunge Corp---- - 13-01 .14 a ees -_ Do. 
Do. 13-01 9. 39 a eee Do. 

Do. 13-01 21 | a Do. 
= Do. ; 7 29-01 | E42. cc0aewaeeoenes On hand, ad- 
" justed to 

; = oe $432.18. 
— ee. eae : 29-01 | 1, 885. 46 et do..._------| On hand, ad- 
justed to 
| $1,207.31. 
Do. 25-05 8, 228. 30 a. = | Withdrawn. 
Do.-- = 29-01 794. 27 do-. ..--| On hand. 
>) — | 25-05 11, 794.08 |...-.do....------| Withdrawn. 
Do.--- J “i 25-05 | 11, 794.08 iatossness Do. 
ain i 29-05 | 2, 707. 21 ee Adjusted to 
$2,026.61 and 
collected. 
Cargill, Inc — 26-06 | 21, 067. 20 | oe .--| Withdrawn. 
Do. 26-06 17, 232.32 |.....do_- Do. 
Do. ? | 10-14 | ye eee ee ‘ Do. 
Continental Grain Co-. | 26-01 | 17, 462. 70 a... Do. 
ee : i 26-01 | Oe ON ON 8. OR a ccna Do. 
Do. ‘ 26-01 | 41, 157.08 | se a cin Do. 
Do. 26-01 | 23, 649.43 |--._-do_.__.-----| Do. 
Re ars gua 26-01 19, 706. 00 ia a Do. 
Do. , 16-11 6, 866.05 _do_. Do, 
Do. nee : 16-11 | 1, 323. 91 a & eae Do. 
Do. 16-11 | 11, 701. 20 .do_. — Do. 
} De...-- 7 16-11 | 13, 239. 07 | 5G tte | Do. 
a : : 10-14 | 92,491.45 |__...do_- Do. 
Do- | 13-06 50, 323. 65 | .do_. — Do, 
Louis Dreyfus Corp----- . 26-06 6, 068.16 |_....do_- } Do. 
Do. ial | 26-06 | 1, 926.40 |.....do_. Do. 
Do. 25-05 | 5, 445.73 |-----do_- | Do. 
BR Scininu = i 28-06 36, 305. 69 = | Do. 
Do. 98-06 | 27,008.80 |-----do_- Do. 
Do. Saeco 2 . 39-15 | 12, 397.00 |-----do-_- } On hand. 
I CI OOo ig cane nomee meee } 26-01 4,000.00 |.---- do.__...----| Withdrawn. 
EP 1 26-01 | SO iden Gccca wane Do. 
 Aiciitenuinib beso ciund Pinal 26-01 | 8, 000.00 |_-.-- he An ckintees Do. 
ee aS SS 26-01 | © OOP t= thant dncas} Do. 
a asst wine aemapan grate 26-01 | eS eee Do. 
| apa ss teeta 2 26-01 | 2, 800. 00 ee EAS Do. 
Wea rete & O05.....252.6<--2---.! 25-11 1, 167. 31 ow ivanistene Do. 
ON ee ee 25-11 | 1, 129. 64 |..--- re Do. 
Interoceanic Commodities Corp-- a 35-01 96, 035. 52 |_....do..--.--- Do. 
Sinason-Teicher (Inter-American | 32-05 37,051.97 |..--- Gnccctascsas Do. 
Grain Co.). 
Smith-Murphy Co., Inc....-.----- 29-01 | 31, 170. 41 Bs a he | OT Do. 
Evanston: | | 
mete. ss) 41-09 i > | ao | oe a Do. 
{ Grange League Federation -------- 40-15 | 2, 331. 00 |..... do......-----}| On hand. 
| Oo Dig Sank ss Seabee 40-15 5 Oe @ I... hee coceakul Do. 
DO.............---------------- 40-15 | 873. 48 |----- cael Do. 
Iceland Cooperative Society.....--- 40-16 1, 070. 28 |----- Gbinwcacait | On hand, ad- 
| usted to 
| $384.06. 
Wa cascbdettsccusons Pie 40-15 £90 GT 1.2. beet | On hand, 
iiitensittidaauswacedsn cee) 40-15 Teka teeces Se TY Do. 
ae 40-15 2, 555. 78 |--.-- Wet con Do. 
Nites ee el 40-15 | 981.98 |_-.-- Misi al Do. 
ili inks <r e re ere 40-15 | 159. 26 |----- GL ses Do. 
DPT e chia kéchaduaceaswdox ‘ 40-15 | 1006:7) |...-.de..-. Do. 
Do. ee de | 40-15 | One te EE Do. 
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Claims for excessive price and excessive or improper commissions under tit 
Public Law 480—Continued 


le 1, 




















' 
Name P.A. No. Amount lature of demand! Disposition 
| ———|—_____ 
Kansas City: ead ‘ 

REE OE oko icncnnsengaiteininaun 17-37 2, 916. 67 — sales Withdrawn. 
Oi ee onl 17-37 1,385.33 |..... Ott cee! Do. 
Continental Grain Co.....--.-- 10-19 447.93 |.-.-- ib asmeeaaia’ Do. 
aaa 39-04 | 12, 320.00 |_-..- RS ae Do. 
__ ae aemaoren 39-04 ee” | eee Do. 
Las case ie aimatapenensitlaob ill 39-06 19, 424. 14 |...--. ee Do. 

i 15-21 i 2 ee. | ene Do. 
a 39-06 19, 198. 67 |... ee Rao oN Do. 
Do... 39-06 22,096. G7 |.....- Met coccc Do. 

Louis Drayfus Corp 39-06 | 16, 332. 40 | .do Do. 

eee smalls nana 39-06 16, 492. 00 _— ‘ Do. 

East River Sales Corp_-_-- =e 34-02 20.00 |_....do_- Collected. 

Interoceanic Commodities Corp--- 17-37 5, 538. 87 | -do Withdrawn 
UR od idadbnkocesntie’ 17-37 | 2, 096. 56 | -do_- Dan 

Pillsbury Mills, Inc_- saber 34-10 | 1, 805.00 |__...do Do, 

Minneapolis sa Bifactarccecphard a sea ie I ; 
|. eee eee ree 
Portland: 

Bunge Corp-_-- io wanda deine | 24-22 6, 158. 52 | Excessive sales On hand. 

| | price. 

Daiichi Bussan Kaisha, Ltd___.-_- | 22-02 7, 530.10 | do Withdrawn 
os  apeleeis . gent 22-02 | 8, 932.99 |__...do_- Do. — 
a> Si ode! 22-11 13, 004. 80 do On hand. 
es Kankaconsgna’ 22-14 | 29, 933. 87 | do No, 

Louis Dreyfus Corp-- redndenaaul 24-15 | 18, 491. 20 | do Withdrawn. 
Do___- a | 24-15 11, 658. 65 do Do. 
en ‘ 38-01 | 18, 565. 12 do . Do. 

International Dairy Engineering | 23-03 1, 320. 69 — a Collected. 

Co. of Asia. | 
ea. ae anal 23-03 862.67 |.....do____- On hand, 

Isbrandtsen Co., Inc ‘ | 38-01 | 6.45). 06 1.....@0...... Withdrawn. 

Kanematau New York, Inc_-- 22-02 | 10, 140. 48 OD. 6 onan Do 

Pacific Vegetable Oil Corp 24-14 1,414.98 | do Do. 

Robin International, Inc | 39-01 313.34 |.....do_. Do, 
ea ; 39-01 6,202: @) 1 .....40...... Do. 
Do ah a } 3901 6, 588. 7 ap SE ea me Do. 
a... ; 7 39-01 1, 255.61 |_....do_.__-- Do. 
ee a mcainall 39-01 16, 983. 63 |.....do_._-- Do. 
Do_. c ; | 301 2, 362. 50 |..--- @0..... | Do. 
Do.- : | 39-05 62, 567. 80 |_.--.do____-_- } On hand. 

Seed & Feed Corp -_.- aad 24-04 36, 086. 38 |..__- Oe Withdrawn. 

Tricerri Grain Corp 39-01 746. 67 SE ewe ao Do. 

Uhlmann Elevator Co. of Texas___-_| 39-05 38, 826. 29 ..40.. | Do. 

Tricerri Grain Corp__..------ 39-01 | 485.33 |_..-- do Do. 

| | 











Mr. Navuenton. I wonder if we could have at this time a very brief 
description of the general nature of price review activities carried on 
by the Department under title I of Public Law 480. 

Mr. Brercer. I would like to ask Mr. Wirin here to answer that. 

Mr. Wirin. The regulations developed under title I, Public Law 
480, provide for a review of the export sales prices financed by CCC 
to determine whether they are within the range of the export market 
prices for that commodity for the date of sale and for the terms of 
sale involved. In most cases where the market value, the range 
of export market prices, is determined by a volume of _ transac- 
tions, the quotations are obtained from a private source and govern- 
mental sources and the price is checked against the range or export 
market quotations. In some cases such as in cotton, there is a prior 
approval of the contracts with respect to price and that is done in 
our New Orleans office. Mr. Biggs is in charge of that office. 

Mr. Naventon. The price required under regulations is the export 
market price and not the U.S. domestic price; is that right ? 

Mr. Wirrn. The range of the export market prices or the maximum 
price specified in the purchase authorization, whichever is applicable. 
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In some cases, such as tobacco, we have stated a maximum price that 
we would finance and that is stated right in the purchase authorization. 

Mr, Naveuton. That would be a special case ? 

Mr. Wiein. That is correct. 

Mr. Naueuton. Where you have no regular export market price, 
because CCC is the primary or only source of supply for export, you 
construct a price using the CCC sales price as a basis, adding the costs 
of export and reasonable markup; is that correct 4 

Mr. Wirin. That is true and we compare the export market price 
that we are financing against this constructed price. 

Mr. Naveuton. Is one of the reasons for price review the fact that 
the exchange rates which are used in converting foreign currency 
into dollars on these transactions are more favorable than the free 
market rate of exchange / 

Mr. Wirt. Not at all, sir. We are spending the taxpayers’ money ; 
we want to spend only that which is required to be spent under the 
dictates of the legislation involved. We are financing a private sale; 
we are determining that the price is reasonable as it is compared with 
the export market prices. ; 

Mr. NaueuTon. It is true, is it not, that the exchange rates used 
under Public Law 480 transactions are not always the same as the free 
market rate? Am I right ¢ 

Mr. Wirt. That is true. 

Mr. Naueuton. So where the rate is more favorable, anyone who 
is able by some device to convert foreign currency into dollars at the 
Public Law 480 exchange rate would be able to gain in that way? 

Mr. Wirin. ‘That is true. 

Mr. Naucutron. And one of the purposes of price review is to pre- 
vent this type of thing; in other words, overvaluing of commodities in 
order to convert excess foreign currency into dollars ¢ 

Mr. Wir. It has an incidental aspect there; yes, sir. 

Mr. Naveuton. Do you have clear, uniform, and consistent price 
review procedures for all commodities, or is there a considerable 
amount of variation in procedures from commodity to commodity 4 

Mr. Wirt. I think there is a variation between the commodities. 
Whether you would say it is considerable, I am not sure. 

Mr. Nauveuton. What official or officials, if any, in the CCC have 
responsibility for establishing effective procedures for price review 
and for following up to see that they are carried out 

Mr. Wirin. The commodity divisions have been given the responsi- 
bility to develop instructions on how to conduct the price review for 
the specific commodity involved and the commodity divisions are 
under the responsibility of our Deputy Administrator for Price 
Support. 

Mr. Navauron. Who is the Deputy Administrator at this time? 

Mr. Bercer. Forest Beall. 

Mr. Naveurton. Is the price review itself carried out in the com- 
modity offices throughout the country, as a general practice, or in 
Washington ? 

Mr. Wirw. It is conducted in all commodities, except tobacco, in 
the commodity offices, of which we have seven throughout the country. 
In the case of tobacco, it is conducted in Washington by the Tobacco 
Division of the Commodity Stabilization Service. 
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Mr. Naveuton. Does Washington check on the price review being 
carried out in the commodity offices in order to make certain that jt 
adequately protects the taxpayers? 

Mr. Wirrn. The commodity offices and the Tobacco Division follow 
the instructions, I’m sure. We have, of course, the responsibility of 
various organizational breakdowns spelled out. We have our inter. 
nal audit staff that is constantly checking on the work of the offices, 
We have our Deputy Administrator for Operations, whose staff js 
constantly visiting our commodity offices. We are confident that as 
good a job as can be done under decentralized operations is being done 
without Washington approval in each case, which I think was implicit 
in the question you asked. 

Mr. Navueuton. Are you in a position to state if it is your responsi- 
bility, or if it is not your responsibility, is the gentleman who has that 
responsibility in a position to state that price review procedures have 
at all times been adequate and that the price review itself has been 
consistently effective or do you feel that there may be areas of weak- 
ness which need corrective action ? 

Mr. Wrrin. There have been some areas of weakness that we felt 
required corrective action and they were called to the attention of 
your committee in the letter of March 6, 1959, in which we indicated 
we were going to take three steps in our revision of the regulations 
under title I of Public Law 480. Those three steps were that in all 
cases that the suppliers would have to certify compliance with the 
affiliate provision. 

May I explain that a moment? 

Mr. Navueuron. Certainly. 

Mr. Wirrn. We appreciate that there are some cases where a US. 
exporter was affiliated with a foreign importer that the possibility 
of exchanging excess of foreign currency for dollars was present and 
in some commodities, such as tobacco, dry milk going to certain coun- 
tries, and some corn and possibly rice going to Japan, we placed in the 
purchase authorization a requirement that if the supplier could not 
certify that he was not related in an affiliation way with the importer, 
then all we would finance would be the initial cost for procuring the 
commodity in the United States, plus actual handling, processing, 
transportation charges and reasonable markup. We are now requiring 
that provision as a general requirement in all purchase authorizations 
when the new regulations go into effect. We have, incidentally, 
audited the books of the companies involved in these specific trans- 
actions under purchase authorizations containing the affiliated pro- 
vision and have found no exceptions. 

Mr. Naveuron. Has that been done by the Compliance and Investi- 

ation Division ? 

Mr. Wirt. No; that was done by our Internal Audit Division. 

Mr. Naveuton. I wonder if you would make available copies of 
those audits to the subcommittee ? 

Mr. Wirin. Iam sure that is all right. 

Mr. Bercer. Are they here? 

Mr. Wirry. Yes. 

Mr. Navuauton. Have there been some C. & I. investigations on 
compliance with Public Law 480? 

Mr. Wirrn. Yes, there have. 
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Mr. Naventon. I wonderif wecouldhavethose. 

Mr. Wirtn. The Compliance and Investigation Division conducts a 
number of surveys of exporters to det ermine whether there is an area 
which requires further examination from a compliance standpoint. 
There are numerous such surveys that have been made, many being 
negative and some being positive. There have been a number of such 
reports. ; at ee 

Mr. Bercer. The surveys are not going in and trying to check up 
a— , ue 

Mr. Naveuntron. You would be willing to make those available to the 
subcommittee. I know there is quite a volume, but we will worry 
about that part of it. ! 

Mr. Wirt. Sir, you have me at a disadvantage. I don’t like to 
commit the CCC to make those reports available. I am not sure what 
the policy of our department is in making reports of compliance and 
investigation. 

Mr. Naveuton. They have been made available in the past for 
confidential use. 

Mr. Bercer. It would have to be on a confidential basis. 

Mr. Wirrn. Yes, sir. 

Now the other area was in connection with agent commissions. In 
the past we had examined the agent’s commission merely to see whether 
the agent was a bona fide established commercial selling agent. If so, 
then the commission paid was not examined, as such. The total price 
paid, as against the range of the export market price, was examined. 
If the price paid, the total price paid, was within such range, we did 
not examine the actual amount of payment to the agent with respect to 
the services performed for that amount. We were planning to require, 
under the new regulations, that the amount of payments to the agents 
will have to be supported by the services performed by those agencies. 

Mr. Navcuton. In other words, in the past, even if you found what 
appeared to be excessive agent commissions being paid, you didn’t 
object to those if the total amount being paid was not in excess of 
what you would consider proper ? 

Mr. Wirin. That is correct. The third provision is with respect 
to C.LF. costs; that is, cost, insurance, and freight. In the past we 
have financed the cost of marine insurance, even where we did not 
finance the ocean transportation. That is on foreign vessels. In the 
future when the regulations are issued, we will require that insurance 
will not be financed where we do not finance the freight. It will not 
be financed by us. 

Mr. Navenron. In making your price review, do you give appro- 
— consideration where commodities involved may be traded on the 

utures market ? 

Mr. Bercer. I don’t know why. 

Mr. Wirtn. The examinations as to the price of the commodity in 
the market, as of the date of sale, under the terms of sale, whether it is 
f.o.b. vessel 

Mr. Naveuton. Well, since the price of a commodity may vary, de- 
pending upon when it must be delivered do you require furnishing 
of the delivery date at the time of the contract? In other words 
the price of corn in March for delivery in May may be quite a bit 
different from the price of corn for delivery in July. 
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Mr. Wirt. Yes. 

Mr. Navueuron. Does anyone know whether delivery dates are 
required ¢ 

Mr. Bercer. I don’t know whether they are required or not, ] 
would say that would be up to the exporter, w rouldn’t it, as to whether 
he would be going long or short on his sale. 

Mr. Navueuton. In your financing of a transaction which calls 
for delivery of corn in July 

Mr. Bercer. You agree on a price. What he does, that is up to him, 

Mr. NAvuGurTon. Of course you are making your price analysis on 
the basis of a date in March. Unless you know when it must be de- 
livered, how can you figure out what the price should be? 

Mr. Brrcer. I don’t know why I would care. Are you talking 
about corn and the transactions as of today ? 

Mr. Naventon. The date that the contract was made, which may 
be in March, and may call for delivery of corn in May or delivery of 
corn in July. Now the appropriate price you w ould test would be 
different in those two instances, in all probability, because of the 
futures market. Do you require that the contractor or the exporter, 
when he makes a contract, supply you with information as to the re. 
quired dates of delivery so that you can test as to what is the appro- 
priate price 

Mr. Wirt. We don’t have that procedure. 

Mr. Navucuron. Do you have any procedure to assure that firms 
do not make contracts with affiliates to be financed under Public Law 
480 and then if the price increases in the meantime, back out and sell 
the commodity elsewhere at a greater profit ? 

Mr. Wrrtn. The only requirement for information being furnished 
is in connection with cotton and if sales were made under cotton and 

registered in the New Orleans office and subsequently canceled, in- 
formation with respect to such cancellation would undoubtedly be 
furnished. 

Mr. Naveuton. You have never taken any punitive action against 
anyone for backing out of a contract on cotton, have you? 

Mr. Wirt. No, : sir. 

Mr. Naueuton. Do you have any procedures requiring such action 
to be taken in the event it looks like a contract was canceled because 
of a price increase? 

Mr. Wirt. Mr. Biggs would be able to explain that. 

Mr. Smiru. Is there a question as to what he means when he is talk- 
ing about the requirement of delivery date? I had the feeling that 
maybe you were in doubt as to what he meant. 

Mr. Wirt. I think I understand. 

Mr. Smirx. Would you then be able to explain why, for instance, 
you don’t have it now? 

Mr. Bercer. I am wondering whether that is important. 

Mr. Naveuton. I don’t think we will be able to get into an ex- 
tended discussion of the futures market now and still get Mr. Biggs 
out of here. So perhaps we better go on. 

Mr. Bercer. Yes, but I would like to discuss it later because I don't 
agree with your viewpoint. 
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Mr. Naventon. Let’s get back to cash transactions. Since the price 
of the commodity may vary quite a bit from day to day, you do get 
the contract date from the exporter, do you not, because that is the 
date on which you base your price analysis? 

Mr. Wren. That is right. 

Mr. Naventon. Do you require furnishing of the date at the time 
the contract is made or do you allow the exporter to wait several weeks 
or months before reporting the date? 

Mr. Wiern. Only in cotton is he required to furnish the date. 

Mr. Naveuton. Under those circumstances, how can you be sure the 
seller did not look back and pick out the date which would justify him 
charging the highest price during that whole period ? 

Mr. Wirin. We would not have the specific date. However, our 
investigative program or audit program contemplates conducting 
surveys and looking at the books and records of individual exporters 
to determine whether they are complying with this. 

Mr. Naucuton. Suppose the contract 1s made between two branches 
of the Bunge Corp. Your investigator finds the contract date 
given is March 10. Strangely enough, March 10 is the date when the 
corn price was the highest for the first 6 months of this year. What 

roof do you have that March 10 was the actual date instead of say 
March 1 when the price of corn was 10 cents a bushel lower? Sup- 

se the Bunge Corp. in Now York tells your investigator, “well, we 
had a telephone call from Paris and we made the contract that way.” 
Now what is your investigator going to do? How could he prove 
whether that contract was actually made on the Ist or on the 10th? 

Mr. Wier. In those circumstances we probably would not be able 
to do anything. 

Mr. Navcutron. Don’t you think it would be better to require the 
exporter, if he makes a contract. on March Ist, to get into the mail 
that night a certificate saying he has made a contract which he expects 
to put under Public Law 480 for the sale of so many bushels of corn 
for such and such a price and such and such a delivery date. Then 
if he later tries to back out, you know he has made the contract and 
you can take appropriate action, or if he tries to change the contract 
date, you have evidence of the actual date. 

Mr. Wirtn. I am aware your committee has asked ICA to require 
exporters to register their sales promptly with ICA. ICA has dis- 
cussed the matter with the Department of Agriculture and its various 
organizational units. We have not decided whether this would be a 
good thing or would not be a good thing so far as our operation is 
concerned. 

Mr. Naveuron. I guess we better not get into an extended dis- 
cussion on that right now. You do permit transactions between af- 
filiated or related firms? 

Mr. Wirrn. Yes, sir. 

_ Mr. Navcuron. Doesn’t this remove the normal incentive of the 
Importer to get the lowest possible price and offer greater oppor- 
tunities for collusion ? 

Mr. Wirtn. Asa general matter? 

Mr. Naventon. I am not discussing any specific firm. What spe- 
cial attention do you give price and transactions between affiliated 
companies—Well, I think you have answered that to some extent. 
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Mr. Wrrrn. I think I have answered it completely. 

Mr. Navcuton. In the future, will this apply to all commodities 
and not just the dairy products? 

Mr. Wir. That is right. 

Mr. Naventon. As I understand it, you now either file claims 
within 90 days or forget about the whole thing under your regula. 
tions; is that correct ? 

Mr. Wirrn. That is the alternative, but we don’t forget about the 
wholething. We file the claim within 90 days. 

Mr. Naucuton. Well, what was the purpose of setting such a rela- 
tively short arbitrary limitation upon the time in which you would 
file claims ? 

Mr. Wrrin. My recollection is that at the time the program was 
discussed with the various trade groups, they requested that the 
claims be filed within a relatively short period of time because they 
would not have precise information contained in their records for 
long periods of time in order to justify or defend their position in 
connection with the price. It is a fast moving program and they 
wanted the Government to make up its mind whether a claim was 
going to be filed or not within a relative short period of time. It 
is my recollection, further, that in the case of cotton the trade felt 
they could not, even with the 90 day provision, enter into contracts 
not knowing whether they would have to make refund and therefore 
they requested and approval was given for advance price approval 
in the case of cotton exports. 

Mr. Navucuron. Aren’t the firms required to file with you sufficient 
basic information upon which you can make your price analysis, 
rather than just. keeping it in their records? 

Mr. Wir. No, they are not. 

Mr. Naventon. In other words, you don’t have all of the infor- 
mation you might need ¢ 

Mr. Wirtn. We do not have copies of their contracts. The re- 
quirements are that they abstract information from their contract 
and from their invoices and furnish that information to us over their 
certificate that it is complete and truthful. 

Mr. Naueuron. One more question on this matter of contract dates. 
Have vou ever had occasions where a firm against which you madea 
claim told you “we made a mistake on the contract date and while 
this may have been excessive pricing as of the contract date that you 
have, actually it was a different contract date upon which this price 
would be legal” 

Mr. Wrrin. L am not aware that a change in contract date occurred 
as a result of price review, but I am aware of cases, specifically in 
tobacco, where the dates shown on the invoice and contract. abstract 
were not within the contract period permitted for financing under 
the purchase authorization, and upon inquiry it turned out that the 
tobacco exporters were using the date of their quotations and not the 
date of confirmation and acceptance by the inquiries. 

Mr. Navenron. Isn't it true—maybe you don’t know yourself, but 
isn’t it true that this happened on a number of soybean oil transac: 
tions and the same firm came back every time you made a claim 
and said they had made a mistake in the contract date furnished 

Mr. Wir. Lam not aware of it. 
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Mr. Naveutron. I think if you check the record you will find that 
ened. 
ite Wri. What was the name of the company / 

Mr. Naveuton. The Interoceanic Commodities Corporation. 

Mr. Wirty. That may be true. I am not saying it is not true. 
[am not aware of it. 

Mr. Naucuton. Now this provision of a 90-day limitation upon 
claims may very well be helpful to the trade and I can see why they 
wouldn’t want a longer time. Do you feel it is adequate protection 
to the taxpayers ¢ 

Mr. Wirtn. Yes. It requires us to review the documents promptly, 
as we should whether there is a time limitation or not and file our 
claims and get information concerning the validity and merit of the 
claim at or about the time the circumstances are involved, rather 
than at a much later date when it is difficult to reconstruct the facts. 

Mr. Naveutron. Do you feel sure you discover all possible claims 
within the relative limited period of time ? 

Mr. Wirtn. The price analysis and review is examining informa- 
tion concerning the range of export market prices. That information 
constitutes the review. That is obtained during the 90 days and the 
review is made. We have no cases that I am aware of—I am saying 
that Iam aware of because I am surprised about your statement about 
Interoceanic—there are no claims that I know of that we have not 
filed within the 90 days. 

Mr. Naventon. What would happen if you discovered or perhaps 
this subcommittee discovered an otherwise perfectly valid claim for 
a hundred thousand dollars on the 91st day after the transaction / 

Mr. Wirrw. That would involve a nice legal question. The regu- 
lations do state that we shall file claims within 90 days or we shall 
not file. 

Mr. Naventon. Now, of course, if there is fraud in any of these 
transactions, then that doesn’t apply. 

Mr. Wirrn. I believe that is correct. 

Mr. Fountain. That is the shortest statute of limitations I have 
ever heard of. 

Mr. Nauenton. The ICA program under section 402 of the Mutual 
Security Act is very similar to CCC programs under title I of Public 
Law 480, is it not, with respect to price review / 

Mr. Wirtn. Yes; I think so. 

Mr. Naveuron. In setting up price review under Public Law 480, 
did you make any examination of procedures being used by ICA 
under 402 ? 

Mr. Wirrn. Yes. 

Mr. Naventon. Are you aware that ICA has no 90-day arbitrary 
limitation on filing of claims and that practically all of their claims 
are made long after 90 days have elapsed ? 

Mr. Wirtn. Yes. 

Mr. Fountain. They don’t even get around to analyzing the docu- 
ments in 90 days. 

Mr. Bercer. We are a little more efficient than that. 


Mr. Founrarn. Of course the documents are delivered to the bank 
on ICA transactions. 
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Mr. Naveuton. They are delivered to the bank in CCC transactions 
also. The bank makes payment for CCC and CCC releases the bank 
from responsibility for erroneous payments, just as ICA does, 

Mr. Wirt. We do not hold the bank responsible, other than for 
the usual commercial examination of the document, just as if this jg 
a commercial transaction, which it is. We are financing a private 
sale between an exporter and importer. So far as the bank is cop- 
cerned, this is just another credit. 

Mr. Founrarn. What is the average length of time after a trans. 
action when you get the documents and have an opportunity to 
examine the situation to determine whether or not you can file claim? 

Mr. Wier. The documents are received in our office within 24 hours 
after they are paid by the bank. Normal review requires—the nor- 
mal review would be done in a matter of 30 or 45 days at the most, 

Mr. Fountain. Why is it that ICA takes so much longer? 

Mr. Navcuton. The main reason is because the price analysis 
branch apparently is not interested enough in current price review 
to get the extra copy of the supplier certificate that is attached to 
the voucher as soon as it comes from the bank. They wait until the 
voucher has gone through all of the other processing and comes over 
to the price branch at the end of 3 or 4 months, so I guess the major 
reason is they are not interested. 

Mr. Wirin. Before you go to the next point, I wonder if I might 
observe that in your comparison of the price review of ICA as against 
CCC, there is one very basic distinction between the two and that is in 
the case of ICA any claims for excessive price are filed with the im- 
porting country. 

Mr. Naueuton. I think you are wrong on that, according to what 
ICA tells us. 

Mr. Wier. This is my understanding. 

Mr. Naucuton. We have a very clear expression in our record of 
the policy of ICA, which is to file claims against the company. As to 
their actual practice maybe you are right. 

Mr. Wirin. Against the importing country. 

Mr. Naueuton. No, against the exporting company which engaged 
in the transaction, and that brings me to my next question. Since 
ICA deals with about the same exporters that CCC deals with, and 
finds them quite willing to do business without this 90-day limitation, 
why does CCC find it necessary to grant these firms more favorable 
treatment in this respect ? 

Mr. Brercer. We don’t consider we grant them more favorable treat- 
ment. Weare getting on the job and getting the job done. We don’t 
think we are giving them more favorable treatment. 

Mr. Naveuton. You mean you are not giving them a release at the 
end of the 90 days? 

Mr. Bercrer. We are the one that has to be on our toes and looking 
it over and get the job done. The man tells you we get it done in 30 
to 45 days. 

Mr. Naventon. If you are not on your toes, then the taxpayers 
have to foot the bill. 

Mr. Bercer. If we are not on our toes, then we are not doing the 
job. 
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Mr. Navanton. Wouldn’t it be helpful to take off the 90-day lim- 
itation which ICA has never found it necessary to put on? 

Mr. Bercer. We don’t think so, because of the volume we do. We 
do a lot more volume than ICA. 

Mr. Wirt. I would like to explore that point for just another state- 
ment or two and that is at the time the 90-day period was developed, 
my recollection is that the trade indicated that claims by ICA were 
not filed against the trade and that if we were, under our regulations, 
going to file claim for excessive price, we would just, in good, fair 

lay, give them a reasonable period of time and not have open indefi- 
nitely the period within which claims may be filed. This is my 
recollection. 

Mr. Naventon. I think you will find our previous hearings very 
interesting reading. I can’t put my finger on the page at the moment, 
but there is a very clear expression of ICA’s policy which is to go 
first against the company and then if they can’t recover from the com- 
pany, to go against the country. Whether they have carried out that 
policy or whether in practice they have sought refund from the 
country is another question. 

Mr. Berger mentioned the effectiveness of your price review, and 
I think that is a very pertinent point in view of this 90-day limita- 
tion on claims. Do you know how the amount of recoveries made by 
ICA on price violations and other irregularities disclosed by their 
price review—and I don’t want this to be taken as endorsement of their 
review—compared with the amount recovered by CCC ? 

Mr. Bercer. I have no information on the amount they recovered. 

Mr. Fountatn. Do you have any information ? 

Mr. Naventon. Yes; I do. The ICA has spent about $1 billion, 
roughly, I would say, in financing the exportation of agricultural com- 
modities, other than cotton, during the last 5 years or so. ICA price 
review has been extremely limited during this period. They tell us 
that they have been able to examine 38 percent of the transactions, 
which is about $383 million of transactions examined, not including 
cotton. I think we have the figure of a total payment by CCC of 
something over $3 billion under title I. Am I right on that? 

Mr. Bercer. No; that figure was the amount of our financing cost. 

Mr. Wirt. That was the financing cost. It was not the export sale 
value. 

Mr. Navcuton. What is the gross amount you have paid to com- 
mercial firms through banks for financing under title I? Would it be 
up in the billions? 

Mr. Wirrn. Oh, yes. 

Mr. Naveuton. That is close enough. Now you have examined, as 
I understand it 

Mr. Founrarn. If he knows, he can give us a better approximation 
than billions. Let’s get it for the record. 

_Mr. Naventon. You have examined, I think, all of these transac- 
tions in order to beat this 90-day limitation. 

Mr. Wirt. By “you” you mean our organization ? 

Mr. Naveuton. Yes, your organization. 

Mr. Wirrn. Yes. 
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Mr. Naveuton. So you have examined something over a billion 
dollars as compared to $383 million examined by ICA, Here are the 
results we have computed, and they are subject to check as to the 
accuracy of our computations. 

CCC has filed 155 claims totaling $1,207,860. It has collected 19 
claims totaling $24,451. It has on hand 66 claims, totaling $2092 419, 
and it has withdraw n 77 claims totaling $900,980. So CC C has col. 
lected 2 percent of its claims; it has still pending 23 percent of its 
claims and it has withdrawn 74 percent. The gr and total collected is 
$24,000. 

The ICA, which has examined a much smaller value of transactions 
has collected $1,611,334, which is 78 percent of the claims filed. IC4 
has on hand $73,071 w orth of claims, or 3.5 percent and it has with. 
drawn $362,292 in claims, or 17 percent. 

Do you have any comment to make with respect to that comparison? 
You have been financing the same types of commodities, dealing with 
the same firms in the same type of trade and yet ICA has collected 
$1,611,000 and CCC has are $24,000. 

Mr. Bercer. Mr. Chairman, I dislike very much putting us on a 
comparison, one agency with another. I think it is unfair. After all 
is said and done, we are not running ICA and we know nothing about 
it. We will stand on our own record and discuss our operations, but 
I don’t like to be asked to make a comparison with what somebody 
else is doing. 

Mr. Fountarn. I think the record speaks for itself. It is a question 
of what comment you care to make. 

Mr. Bercer. Well, that is my comment. 

Mr. Navewron. Would you have any comment to make as to the 
effectiveness of pricing enforcement which has collected only $24,000 
on transactions of more than a billion dollars ? 

Mr. Bercer. I say I willstand on our record. 

Mr. Navenron. Mr. Biggs, could you give us an approximate fig- 
ure for the number of bales of cotton sold for export by CCC since 
January 1, 1956.? I believe that was when your large sales began. 

Mr. Bieacs. I believe it is about 18 million. 

Mr, Naveuron. Eighteen million bales? 

Mr. Biaes. Yes. 

Mr. Bercer. We can put that officially in the record, if you want 
it. 

Mr. Naventon. About how much revenue has CCC derived from 
export sales’ Just roughly ? 

Mr. oe We would have to furnish that. I don’t have that. 

Mr. Naveuton. There has been a considerable loss to the taxpay- 
ers, has there not ? 

Mr. Bercer. There has. 

Mr. Navenron. Would you have an estimation of what this is 
running ? 

Mr. Breas. No; I don't. 

Mr. Naveuron. Several hundred millions or perhaps as much as 
a billion ? 

Mr. Bercer. That is a matter of record, too, Mr. Chairman. We 
can supply that. 
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Mr. Fountain. Let him answer the question, if he can, and you 
can supply it. oa 

Mr. Naveuron. It would have been several hundred million dol- 
lars, probably, at least ? 

Mr. Biacs. Yes. _ | | 

(Commodity Credit Corporation later supplied the following 


information :) 
DEPARTMENT OF AGRICULTURE—COMMODITY CREDIT CORPORATION 


EXPORT SALES OF COTTON BY CCC DURING THE PERIOD JANUARY 1, 1956, THROUGH 
DECEMBER 31, 1958 


Export sales of cotton by the Commodity Credit Corporation from January 1, 
1956, through December 31, 1958, totaled 16,093,717 bales and the net loss re- 
corded by the Corporation on these sales amounts to $831,823,889. 

Details as to type of sales are as follows: 

The value of refunds to purchaser on final weight and grade settlements 
during this same period amounted to $164,940,730. These refunds are reflected 
in the loss figures stated above, but some additional refunds applicable to these 
sales may have been recorded after December 31, 1958. 





Type of sale Bales Cost value Proceeds | Net gainor 
| loss 

— - | — — ef — - —_ ———s suciinmeeness een 

Barter. ..--- 1, 644, 352 $290, 135, 352 $204, 738,439 | $85, 396, 913 
Public Law 480 - - -- | 2, 292, 244 412, 306, 944 | 442, 056, 572 29, 749, 628 
Export sales for dollars - | 12,157,121 | 2, 126, 049, 451 1, 349, 872, 847 | 776, 176, 604 
ME Se ecececnas see ele -| 16, 093, 717 | 2, 828, 491,747 | 1, 996, 667, 858 831, 823, 889 

| | | 





Mr. Naveuton. CCC export sales prices for cotton have been con- 
siderably below the domestic price, haven’t they ? 

Mr. Brees. Yes. 

Mr. Naventron. About what would be the average difference in 
terms of cents per pound ? 

Mr. Bices. Well, I would have to guess at that. I would say it 
would average about 6, but that is just a guess. 

Mr. Navcnron. Your current export subsidy is 614 cents ? 

Mr. Biaes. That is right, on payment in kind and, of course, on 
the export sales it is less. 

Mr. Naveuron. In making sales of cotton, CCC has made its export 
sales originally on the basis of the grade given each bale of cotton 
or lot of cotton when acquired by CCC; is that correct ? 

Mr. Brags. Please restate that. 

Mr. Naucuron. You have originally made your sales for export 
on the basis of the grade at which that cotton came into the CCC 
inventory ¢ 

Mr. Bieas. Prior to 1956? 

Mr. Naveutron. Yes; and you have given the purchaser the option 
of having all or selected lots of cotton purchased reclassified in the 
event that they felt that the grade has changed or that it may not have 
been correct in the first place ? 

Mr. Bieas. Since January 1956, but before 1956 CCC did not get 
the benefit of the reweights, but now, since allowing reclassing the 
cotton, we get benefit of reweight. 
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Mr. Naveuton. On about what percentage of your export sales 
since 1956 have the purchasers utilized this reclassification procedure? 
Mr. Biaes. Again I would have to guess. I would say 85 percent, 
but that is a guess. It may be higher than that. It is a very large 
percentage. 

Mr. Naventon. What assurance do you have that the reclassificg. 
tion grades are accurate ? 

Mr. Biees. Well, samples are sent direct from the warehouses to the 
Government classing offices, and the Government classifiers class it: 
so we have to depend upon the samples and classification being correct, 

Mr. Naventon. In other words, you have to depend upon the accu- 
racy of the warehousemen in selecting samples and the accuracy of the 
classers in classifying samples submitted to them ? 

Mr. Bices. Well, it is not a matter of accuracy of getting samples, 
If the samples are drawn from bales right there, you are bound to get 
the correct samples. 

Mr. Naventon. Do you have any control as to the selection of the 
samples ? 

Mr. Biees. Well, the warehousemen are all bonded, and we have 
never caught them sampling the wrong bale. 

Mr. Navucuron. But you have depended upon the warehousemen to 
pick the sample ? 

Mr. Brags. Absolutely. 

Mr. Naventon. In what percentage of cases has cotton been reclassi- 
fied downward to a lower grade ? 

Mr. Biees. Some samples in every lot could go both ways, but 
overall a large percentage of it is downgraded. 


Mr. Naventon. So the net result is almost all cotton is down- 
graded ? 


Mr. Brees. That is true. 

Mr. Navcuton. What has been the approximate total of net re- 
fund to purchasers of cotton because of this reclassification ? 

Mr. Biees. We will have to supply that for the record. I don’t 
have the amount. 

Mr. Naventon. It would be over $150 million, would it not? 

Mr. Founrarn. He could supply that for the record. 

Mr. Bercer. We will supply it. 

(The requested information appears in the record on p. 626.) 

Mr. Navuenton. The latest figure I have, I think, is $149 million, 
and since the program is still going on, I assume it is well over $150 
million. 

Mr. Brees. I understand that part of that was not brought about 
by the reclassification of cotton. Cotton changes and spots when it 
is in storage. For instance, we had one lot of cotton several years 
ago that was extra white cotton and we moved it from Arizona into 
Corpus Christi, Tex., and when it was placed on sale, we sold 2,000 
bales out of 10,000. It was cotton that was very much in demand. 
So I started asking what was the reason why they didn’t buy the re- 
maining 8,000 bales. I was told it was spotted cotton. Well, it was 
spotty and after several months I had a few bales sampled and found 
it was spotted, so we had to have the whole lot resampled reclassed 
and found every bale was spotty and we sold it for several cents per 
pound discount. 


Ss ot 


et | 


ea oo 





Sales 
ure? 
cent, 
large 


ifica. 


0 the 
S it: 
Tect. 
wecu- 


f the 


ples, 
> get 


f the 
have 


on to 


assi- 
but 


)wn- 


L Te- 


lon’t 


lion, 
5150 


bout 
n it 
eATS 
into 


and. 
» Te- 
was 
und 


INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 419 


Mr. Navewton. Not knowing much about the cotton market, I 
was including color along with the other factors in reclassification, 
rather than stating it separately. Have there been very many in- 
stances where CCC has received substantial net additional payments 
from an exporter because the cotton graded higher on reclassification 4 

Mr. Biees. Very few. ‘They have bales that class ups and downs 
in the same lots. ; 

Mr. Navueuton. Now since CCC is paying out dollars in the 
United States through the banks based upon the value of the par- 
ticular cotton being sold under Public Law 480, what assurance does 
CCC have that the cotton actually is the grade which it is represented 
to be! 

Mr. Biees. Well, I think we ought to get a little statement in here 
so we can understand what we are talking about when we talk about 
grade. ‘They have what they cail universal standards. These stand- 
ards are approved by a committee of all cotton countries, but no one 
except the U.S. Government uses those standards all the time. ; 

In the United States middling 144, cotton means one thing and in 
each foreign country it may mean something else. Shippers do not 
follow the universal standards. They don’t buy or sell on the stand- 
ards. Every mill buys on their own idea of what the cotton is. If 
you have a buyer that wants to buy strict middling cotton, and the 
buyer is easy on grades he goes to the shipper and the shipper knows 
he will take middling instead of strict middling so the shipper calls 
what he sells him strict middling but charges him for middling. On 
the other hand, if you have a mill that is hard and wants to call what 
he buys middling cotton, but he wants strict middling delivered, the 
buyer knows this and he ships strict middling and charges him strict 
middling prices but he calls it middling. So when you speak of strict 
middling or any grade of cotton, no one except the parties talking 
knows what grade they are talking about. 

Mr. Naucuton. CCC, in carrying out its program, can’t operate on 
the basis of several thousand or several hundred thousand different 
grades of cotton. It has to use an identifiable standard, doesn’t it? 

Mr. Bices. We use the universal standard. 

Mr, Navueuron. Are those the same as the U.S. standards? 

Mr. Biees. Yes. That is the universal standard. 

Mr. Navueuton. In financing transactions under Public Law 480, 
do you require exporters to certify that the cotton that is exported is 
equal to a specified grade of cotton in terms of universal standards? 

Mr. Bices. They give us the grade. The only way in the world 
that we can make a proper price check is to require that the cotton 
be classed by Government classers and a form A certificate of same 
received. ‘his was discussed when this program first came up and 
as a matter of policy it was decided that this was too expensive and 
too long drawn-out, and the shippers said they couldn’t operate un- 
der such a program and it was decided that we used the best method 
we could, other than having what we call a form A certificate. 

Mr. Naveuton. As a matter of fact, all of this cotton has been 
classed, or practically all of it, for reclassification and you paid $150 
million out on the basis of that. 

Mr. Biaes. We don’t see the samples therefore we don’t know what 
they are shipping but accept the document, furnished by the shippers. 
You see, they have the right to substitute the cotton therefore in 
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any one lot. of cotton they may ship cotton from cotton bought from 
CCC, from their stocks or from cotton bought from four or five other 
merchants and we don’t know what cotton 1s shipped except as showy 
on the documents furnished us. 

Mr. Navucuron. | think there may have been a little confusion jy 
your answer to one of my questions, Mr. Biggs. I understand tha; 
you do not make your own examination of the cotton, so you do not 
have your own independent classification but you do require, do yoy 
not, that the exporter submit to you a bill of lading or some kind of g 
certificate showing the grade which he is exporting, do you not? 

Mr. Bices. That is true. In making the statement that he is ship- 
ping Strict Middling, an inch and a sixteenth, he is making the state. 
ment that he is exporting cotton sold such company, based on their 
standards, not what the U.S. standards are. 

Mr. Naveuron. Do you mean to tell me you are willing to finance 
transactions based on whatever the exporter might think that bale 
of cotton may be? 

Mr. Brees. I do not set the policy. All I do is carry out the opera- 
tions. I have nothing to do with financing and in our discussions 
it has been repeatedly stated that the only way that we can check this 
cotton and know what is being shipped 1s to have the cotton classed 
by Government classers, just like we do when reclassing cotton, but as 
a matter of policy it was decided we would not do that. 

Mr. Naveuton. I understand that you rely upon the statement made 
by the exporter as to the cotton that he is exporting. What I am 
asking is that—if the exporter states that cotton is Middling inch, is 
that supposed to mean these bales are Middling inch in terms of U.S, 
standards? 

Mr. Brees. Not necessarily. 

Mr. Navuenron. Then how in the world can you tell you are not 
paying far more than the cotton is worth? Suppose you have a fel- 
low who thinks Middling five-eighths inch cotton is the same as Mid- 
dling inch and he submits an invoice showing shipment of 100,000 
bales of Middling inch cotton and he charges you the Middling inch 
price and actually ships five-eighths inch. 

Mr. Braces. That is the reason I say you can’t have a price check 
without having the cotton graded before you export it. 

Mr. Naveuton. In other words, you are not really conducting a 
price check ? 

Mr. Bices. Well, it is pretty sorry, but it is the best we can do under 
present regulations. 

Mr. Navueuton. I think I might agree with your first statement, 
but I am not sure about the last. How much are you paying out to 
finance cotton? You have paid several hundred million dollars of 
the taxpayers’ money, have you not ? 

Mr. Bercer. For what? 

Mr. Naveuton. To finance exportation of cotton. 

Mr. Bercer. Sure, under title I. 

Mr. Navcurton. If you allow cotton sold for export by CCC to be 
financed under Public Law 480, do you allow the exporters then to 
take that same cotton and put it under Public Law 480? 

Mr. Breas. Yes, they can sell any bale under 480. 

Mr. Bercer. That or a substitute—either one. 


) 
has 
Lav 
a cl 
the 

) 
wht 
bal 

h 

) 
pro 
anc 
sol 
it § 
nec 


bad eet ea es be 


do 
the 
che 
det 
1 


the 
is | 
Sti 
on 
cor 
Mi 
wh 
or: 
$4, 
age 


of 


ha 
me 
pa 
bu 


kn 
un 
sal 
cto 


th 
0] 
pr 


co 





r om 
ther 
OWN 


n in 
that 
hot 
you 
of a 
¢ 

hip- 
Ate- 
heir 


AnCe 


bale 


era- 
ions 
this 
ssed 
it as 


1ade 
am 
h. 18 


US. 


not 

fel- 
fid- 
,000 
inch 


heck 
ig a 
nder 
lent, 


it to 
s of 


o be 
n to 


INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 421 


Mr, Navenron. If an exporter decides to ship the identical bale he 
has bought from CCC at a reduced price for export under Public 
Law 480, then he files the necessary papers and the bank gives him 
a check and CCC reimburses the bank, so in effect CCC is financing 
the exportation of the same cotton it has just sold. 

Mr. Bercer. That is probably true. We have no way of checking 
what is actually shipped. Under the regulations, he can substitute 
bales and we don’t know what cotton he has shipped. 

Mr. Fountain. Are those CCC regulations? 

Mr. Bercrr. Yes. When he buys a thousand bales under the export 
program, he mixes it with all of the other cotton and he sends it out 
and he mixes the lot, and we require only the number of bales we 
sold him under the export price. We get the information and check 
it and see that he does ship that number of bales, but it doesn’t 
necessarily have to be any one of the bales we sold him or it can be all. 

Mr. Navenron. You do count the bales ? 

Mr. Bercer. Yes, we count them. 

Mr. Naventon. That is you examine the bill of lading which has a 
count ? 

Mr. Bercer. Yes. 

Mr. Naveuton. What assurance, if any, do you have that exporters 
do not obtain cotton from CCC, obtain a refund on the ground that 
the cotton has deteriorated in quality, and then proceed to obtain a 
check back from you for this same cotton not on the basis of the 
deteriorated erade but of the original grade or even a higher grade? 

Mr. Biacs. Well, you don’t have any. As I said before, they sell 
their idea of Middling 114, inch or whatever the gerade sold is and it 
is based on their idea of the class. All we sell is based on the United 
States standards. The cotton is classed on it and we make settlement 
on that and at that point the cotton loses its identity so far as we are 
concerned. If he can ship to Spain the cotton which has been called 
Middling, as strict Middling and Spain takes it as strict Middling, 
why that is all right, but the thing you have to consider is not the 
grade, it is the price. That is what you have to consider, the price. 

In making a check of these prices, we figure that it costs about 
$4.50—I mean 450 points per pound to deliver the cotton, on an aver- 
age, toa foreign country. In the past, we have taken the sale prices 
of cotton as shown by the exporters, and deducted 450 points to get 
an f.o.b. port price. In figuring the export value of the cotton, you 
have several things that enter into it. As you know, you have the pay- 
ment-in-kind program, which is 614 cents, and if he buys under the 
payment in kind, “why he would have a reduction of 61% cents. If he 
buys under the export sales program the reduction would probably 
be 4 cents or 414 cents. So you have both of those factors. You don’t 
know what he is shipping. He may be shipping cotton purchased 
under the payment in kind and some purchased under the export 
sales or some purchased outside, so you have all of those factors to 
consider. We have been using the payment in kind, which brings it 
down to the lowest price. In other words, in making a comparison, 
that would be in our favor. If the price check outlined above looks 
OK, we approve it. If you want to be sure that the exporter is ship- 
ping what he says he is shipping, he will probably have to sell the 
cotton at a higher price and we w ill have to have it classed by Govern- 
ment classers, and require Form A. 
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You can check shipments to several mills that buy Strict Middling 
1144, cotton the same day and the cotton is shipped from the same 
point to the same area and there would probably be 2 or 3 cents pep 
pound difference. It is just one of those things. Unless you stick 
to the universal standard and make all transactions on the Ug 
standards, then you just have to look at the price and forget the grade 
as compared to the standards and if the price looks right approve it, 

Mr. Naueuron. Mr. Biggs, is what you are saying—doesn’t it add 
up to the fact when you sell cotton you allow the exporter to have jt 
classed and make a refund on the basis of actual grades. When 
you finance it for export, you take his word as to what the quality ig 

Mr. Bercrr. No. Mr. Biggs, don’t you get a copy of the invoices 
of what he is selling. 

Mr. Bicas. We get a copy of the invoice, but we don’t have any 
certificate as to the grade. 

Mr. Bercer. But you got his selling price, the price of what he 
is getting from that customer on the grade he is shipping ? 

Mr. Naveuron. And if it turns out the grade he says he is shipping 
does not turn out to be that grade in terms of U.S. standards, can that 
be recovered ¢ 

Mr. Bercer. You are trying to hook up two transactions that don’t 
hook up? They have no connection. 

Mr. Naueuton. Mr. Biggs said there are hundreds of thousands 
of different grades throughout the world of cotton _and everybody's 
standards mean just what they think it means. Now how in the 
world can you make a price review on the basis of what somebody 
else thinks his cotton is worth? 

Mr. Bereer. That is exactly why it is such a terrible problem to 
do it and what we can buy is what this exporter here has been able 
to get this man over here to pay for the cotton. 

Mr, Nauveuton. Asa matter of fact 

Mr. Brrcer. And they have agreedupon what this buyer over here 
wants and they have agreed on the quality and the standard and it 
is on that basis he figures back as to the pricing. 

Mr. Navueuton. Mr. Berger, with one paragraph tomorrow you 
could require exporters to certify the cotton they are exporting under 
Public Law 480 is equal to a specified U.S. grade. 

Mr. Bercer. What good would it do? 

Mr. Navuauton. Then you could make a price review on the basis 
of that grade. 

Mr. Bercer. What good would it be? 

Mr. Navuenton. It might save the taxpayers some money. 

Mr. Bercer. I know you and I are both from Iowa and we don't 
know cotton, but I have studied it since I have been with the Gov- 
ernment service and I am quite confident it wouldn’t prove anything. 

Mr. Navcuton. I am sure we are both going to learn more about 
cotton. 

Mr. Fountain. It might, Mr. Berger, serve as an_ incentive to 
prevent people from making fraudulent statements and if they still 
did, then you would have some way of going after them. I realiz 
if a man is going to tell a lie, he is going to tell it, but if he thinks 
you can catch him, it may serve as a deterrent. 
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Mr. Bercer. I don’t think the certification is hooked up to the sale. 

Mr. Naveuton. Have you discussed making your own inspection? 

Mr. Biaes. I think that if you more or less forget the grade and 
look at the price—in other words, if the investigators have any cases 
where the exporters shipped cotton at a higher grade than he paid for, 
I believe if you send all of the papers to New Orleans I can explain 
the matter. It doesn’t make any difference what grade you call it, 
if the price is right. If he sold it for 31 cents and we finance it for 
31 cents, What difference does it make what you call it so long as price 
received is right? If we sold it for 31 and we finance it for 31, what 
difference does it make whether it is Middling or anything else so long 
ashe pays for whathegets. 

Mr. Fountarn. I don’t think it would in that particular case. 

Mr. Biacs That is the way you have to look at it. You look at the 
price, look at what they sold it for and what we got for it and what 
we financed it for. That is the only way you can tell under the pres- 
ent system. 

Mr. Naveuron. How do you know what grade the cotton actually 
is? 

Mr. Bices. What difference does it make as long as you don’t 
finance it for any more than you got for it? 

Mr. Naventron. What assurances do you have, as I mentioned be- 
fore, that exporters don’t buy cotton from CCC; get it reclassified on 
the basis that is has deteriorated, and then sell it right back under 
Public Law 480 at a much higher price, on the basis of a higher 

ade ? 

Mr. Bices. Just leave the grade out. That is what I said. If you 
check the price, that is all you need to do. 

Mr. Navcutron. How do you know what grade the cotton actually 
ist 

Mr. Bices. Well, what difference does it make? If he says it is 
31 cents and you finance it for 31 cents, what difference 

Mr. Navcuron. I heard some place it makes a lot of difference 
whether cotton is Middling inch or Middling 134 ¢ths. 

Mr. Bices. It does. If you come to me and tell me you want 100 
bales of Middling cotton and I know your idea of Middling cotton 
is Strict Middling, which is probably worth 3 or more cents per 
pound more and that is what you will pay for. I will sell you the 
cotton and call it Middling, but I will ship you Strict Middling which 
you want and charge you accordingly. That is done here in this coun- 
try. There are no two mills or two shippers in the United States—I 
venture to say—that have the same ideas of grades. Everyone has 
their own idea of cotton grades. When they go to arbitration, all 
that is taken into consideration. You find very few shippers that sell 
on description in this country. A few years ago the buyer of Dan 
River Mills—I don’t remember what the grades were, but he was buy- 
ing cotton which we will say was Strict Middling and the shippers sold 
Strict Middling but intended to ship cotton a grade lower because that 
1s what the mill buyer wanted. Before the cotton was shipped, the 
mill buyer either died or left the mill, so they hired another buyer and 
the new buyer said, “Al right, let’s start shipping the kind of cotton 
you sold us.” The shipper told the mills the previous buyer accepted 
the kind of cotton they were shipping. The new buyer told them, 
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“You ship me what was ordered.” And this pretty nearly put several 
shippers out of business. 

Mr. Fountain. I think I understand what you are saying. 

Mr. Naveuron. Mr. Biggs, it is true that in many instances, or at 
least in some instances, firms have obtained cotton, had it reclassified 
and obtained a substantis il refund, and then in effect, sold it back to 
CCC for export under Public Law 480 at a higher price ¢ 

Mr. Bicas. I couldn’t state men to be a fact, because I don’t know. 

Mr. Naventon. Mr. Chairman, I might say we have a number of 
instances provided to us by a Gener: al Accounting Office trac ing 
identical bales of cotton sold by CCC, on which the exporter then col. 
lected substantial refunds, on the ground that the cotton had deterio- 

rated. CCC then financed exportation of some of the same bales of 
cotton, not on the basis of the deteriorated grade or even on the basis 
of the original grade, but on a higher grade than either of those. 

Mr. Bercer. But, Mr. Naughton, that finane ing was done on the 
basis of what that cotton was sold on. 

Mr. Naveuton. We have one transaction, Mr. Berger, where you 
bought the same bales of cotton back at $49 a bail more than you sold 
it for. 

Mr. Brercer. I wouldn’t doubt that. 

Mr. Fountain. Even though technically you may have just financed 
it, instead of buying it, that still doesn’t eliminate the windfall. 

Mr. Brees. May I say something? It may not be a windfall. 

Mr. Founrarn. Let’s get those cases in the record now. Do you 
have the information here? 

Mr. Bices. If you give me the information on them, I will check 
them out and tell you “what hi appened. Now he could have called the 
cotton a higher grade and if the price was right it still may bea proper 
transaction. I would like to check that through. 

Mr. Founrarn. Well, we will give you a chance to do that. 

Mr. Naveuton. I can’t understand how you can make an intelligent 
price review if you don’t know what is being used as a basis for the 
grade. 

Mr. Biees. I said once or twice the only way you can make a good 
price check is to have the cotton graded. I think we all recognize that. 

Mr. Founrarn. It is agreed that the only way to catch these possible 
windfalls 

Mr. Brags. ‘The only way to do it is to have it all reclassified before 
it goes out and the classers issue a form A certificate. That is the 
only way it can be done and know what you have. 

Mr. Navenron. In other words, the policy y.of CCC is to grade this 
cotton in order to pay out a $150 million in refund to the exporters, 
but it is not the policy of CCC to grade the cotton in order to protect 
the taxpayers from w indfalls which m: vy occur through any financing 
of exportation of this cotton at a higher price than is just ified 2 

Mr. Biees. I didn’t say that. , 

Mr. Navenron. You didn’t say that, but it sounds to me like it 
adds up to that. 

Mr. Bices. If we can get the actual cases which you are talking 
about, I believe I can show you there wasn’t any windfall. 
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Mr. Fountarn. If there is no objection, the information received 
from the General Accounting Office will be inserted in the record at 


this point. . 
(The document reads as follows :) 


Excerpt FRroM REPORT ON AUDIT OF COMMODITY CREDIT CORPORATION ACTIVITIES, 
‘NEw ORLEANS COMMODITY OFFICE, COMMODITY STABILIZATION SERVICE, DE- 
PARTMENT OF AGRICULTURE, JANUARY 1959 


The General Accounting Office has made an audit of the Commodity Credit 
Corporation activities conducted by the New Orleans commodity office, Con 
modity Stabilization Service, Department of Agriculture. This andit was made 
pursuant to the Budget and Accounting Act, 1921 (81 U.S.C. 53), and the Ac- 
counting and Auditing Act of 1950 (31 U.S.C. 67). The scope of our audit is 
described on page 15. 

GENERAL COMMENTS 


The New Orleans commodity office is one of seven offices administering Com- 
modity Credit Corporation (CCC) price-support and related programs. It is 
responsible for fiscal, price-support, storage, transportation, and commodity 
disposition functions relating to CCC’s cotton and cottonseed programs. At 
June 30, 1958, the assets of CCC on the records of the New Orleans commodity 
office included 1,075,000 bales of cotton in inventory valued at $190 million 
and loans of $366 million on 2,806,000 bales of cotton. During the year ended 
June 30, 1958, cotton export sales totaled 5,665,000 bales. Sales proceeds were 
almost $699 million. 

Our principal findings and recommendations follow : 


FINDINGS AND RECOMMENDATIONS 


Review of cotion export transactions was not adequate to prevent their financing 
at excessive prices 

Commodity office’s review of prices at which CCC finances cotton exports under 
Public Law 480, 88d Congress (7 U.S.C. 1691), was not adequate to prevent ex- 
cessive financing cost to the Government. 

Under the procedures in effect at the time of our audit, CCC-financed cotton 
sold for foreign currencies at prices up to the comparable domestic market 
price; however, cotton could be purchased from CCC for export at 6 to 7 cents a 
pound below the domestic market price. 

In addition, CCC did not determine whether the class of cotton exported was 
the same as the class of cotton the exporter represented as being shipped. 
Unless procedures are applied to provide reasonable assurance that the class of 
cotton exported is as represented by the exporter, an effective price review to 
determine whether the price is within the prevailing range of export market 
prices cannot be made. In a letter dated August 27, 1959, the Administrator of 
Commodity Stabilization Service (CSS) stated that the agency has taken several 
actions to strengthen CCC’s price review of cotton. 

Under title I of the Agricultural Trade Development and Assistance Act of 
1954 (Public Law 480), the U.S. Government enters into agreements with foreign 
governments for the sale of surplus agricultural commodities for foreign cur- 
rencies. Pursuant to these agreements, U.S. exporters enter into sales con- 
tracts with foreign importers. CCC finances the sales price of commodities 
exported under title I through dollar payments to the exporter. Importers pay 
for the commodities by depositing foreign currencies to the account of the U.S. 
Government. 

CCC reviews prices charged by exporters for commodities shipped under 
Public Law 480 for the purpose of limiting Government financing to prices 
which are within the prevailing range of export market prices (or such other 
maximum level as may be specified in exporter’s purchase authorization). The 
limitation on exporters’ sales prices was designed also to prevent exporters from 
using Government financing programs as a device for converting excess foreign 
currencies into U.S. dollars. 
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(prom inception of the Public Law 480 program in July 1954 to December 31 
1958, CCC had recorded title I export shipments of about 3 million bales of 
cotton having an export value of $476 million. The New Orleans coment 
office was responsible for determining whether exporters’ sales prices for an 
cotton were in excess of the prevailing range of export market prices at time : 
sale. Prior to shipment of the cotton, exporters were required to obtain ons 
modity office approval of the contract price to be financed. — 

Our examination of selected cotton transactions disclosed that the price reviey 
performed in the New Orleans commodity office was limited to a determination 
of whether the export price exceeded domestie prices rather than prevailing 
export market prices. In our opinion, such a review is not adequate since 
exporters could obtain cotton under CCC export sales programs at about 6 to 
7 cents a pound, or $30 to 835 a bale, below the domestic market price. The 
domestic market price of cotton does not appear to be an adequate measure of 
reasonable export prices because it allows too wide a range of export prices and 
could result in excessive costs to the Government. Our examination of sales 
of 14,508 bales of cotton disclosed that exporters, after allowing for costs to 
place the cotton into export position, were able to sell 6,624 bales of this cotton 
at at least 4 cents a pound below domestic market prices and another 5,443 
bales at at least 2 cents a pound below domestic market prices. 

CCC’s Public Law 480 price review was also inadequate because it did not 
include a verification of the quality of the cotton represented by exporters. The 
exporters were permitted to obtain cotton for export from either domestic trade 
sources or from CCC, When the exporters obtained cotton froia COC at export 
prices, they were required to export an equal quantity of cotton but they were 
not required to export the identical cotton. The exporters advised CCC of the 
quality of cotton being exported in terms of the official U.S. cotton standards, 

CCC offered its cotton for sale at the class at which cotton was valued for 
price-support loans. However, exporters were permitted to have the cotton 
reclassed and to claim refunds for any downclassing resulting from such re- 
classification. Net refunds under CCC export programs from January 1956 to 
February 1959 involving sales of 15.2 million bales of cotton were $166,813,000. 
Exporters chose to have almost all the cotton (95 percent) reclassed and obtained 
an average refund per bale of $15.58 on 12.8 million bales of the cotton (81 per- 
cent) which were lowered in class. 

Our examination of the exportation of 5,049 bales of cotton acquired from 
CCC from March 1956 to August 1957 disclosed that exporters obtained re- 
classification refunds averaging $13.98 per bale on purchases involving 3,054 
bales of cotton. When exporters applied for financing under Public Law 480, 
they represented most of the identical 3,054 bales of cotton to be of a higher class 
than the class used in settlement with CCC. Of the 3,054 bales sold by CCC, 
2.722 bales were lowered in class when reclassified for final settlement between 
CCC and exporters. In exporters’ applications for financing under Publie Law 
480, at least 2,488 bales of the identical cotton were represented xt a class higher 
than the class assigned in settlement with CCC; in fact, 1,246 bales were repre 
sented at a class higher than the class assigned when the cotton was originally 
placed under CCC loan. Because CCC did not verify the correctness of the class 
of cotton represented in the exporters’ applications for financing under Public 
Law 480, CCC’s price review did not disclose any financing at excessive prices 
due to exporters’ overstating the class of cotton shipped. 

An analysis of exporters’ shipments of the 3,054 bales of cotton included in 
our review follows. In arriving at exporters’ estimated gross margin for the 
shipments of the 3,054 identical bales of CCC cotton shown in this analysis, we 
did not take into consideration exporters’ cost for inland transportation, 
storage, and other handling charges. Also, we did not reduce the estimated 
gross margin by the amount of any refunds due, when importers obtained 
adjustment of the quality or weight of the cotton through foreign arbitration. 
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Shipment ident- price | reclassi- | ers’ net | ing price| gross | | 
| ical based on | fication | cost (in | (exclud- | margin | Due to | 
bales | original | and re- store) |ingocean jon ship-| Total | higher | Other 
| class | weights | freight) | ment | class | 
stated | 
FT een eee —| —_—$ | J | — | | a 
| | | | | 
het Shh a5 Bakigs- | 125 | $18,603 | $1,881 | $16,722 | $20,377 | $3,655 | $29.24 | $18.55 | $10.69 
. _----| 201} 29,143] 3,315 | 25,888 | 33,111 | 7,283 | 36.23 | 21.20] 15.03 
oa 98 | 14, 687 | 2, 142 | 12, 545 15, 353 2,808 | 28.65 | 23.32 | 5. 33 
Mii .c---c-| 101} 11,770) 1,996) 9,875 12,291 | 2,416 | 23.92] 15.45 8. 47 
i teatenisthe. «43d |} 121] 13,055 898 | 12,157 | 13,537 | 1,380| 11.41] 7.25] 4.16 
TE SLL. Sai | 67 8,477 | 1,140 | 7, 337 | 9,040 | 1,703 | 25.41 | 29.31 | —3.90 
aoa aed 59 6,717 | 986 5,731 6,805 | 1,074} 18.20} 16.82] 1.38 
ee Ys 11 | 1,349 | 455 | 894 | 1, 300 406 | 36.91 | 26.90; 10.0) 
Sled aeashdivss 1,165 | 125,802 | 13,879] 111,923 | 132,306 | 20,383 | 17.50] 12.48| 5.02 
z 51 6, 003 732 5, 271 | 6, 563 1, 292 25.34 | 12.00 | 13. 34 
200 | 26, 256 3,456 | 22,800 27,833 | 5,033 | 25.16 | 22.86 | 2. 30 
102} 12,611 1, 068 11, 543 | 15,697 | 4,154 | 40.73 | 17.05 | 23.68 
27 | 3, 572 | 515 | 3, 057 | 3, 532 | 475 | 17.61 | 15.89 | 1.72 
20 2, 249 197 | 2, 052 | 2, 421 369 18.47 | 10.51 | 7. 96 
500 | 46, 529 4,017 42, 512 60,312 | 17,800 35.60 | 19.51 | 16. 09 
206 | 19,352 | 4,383 | 14,969 | 25,181 | 10,212 | 49.57 | 25.05 24. 52 
Total......---| 3,054 | 346,175 | 140,959 | 305,216 | 385,659 | 80,443 |________| : 
Average - - .--- “ - . al ienaienre ied 26.34 | 16.89 9.45 
1 Includes— 
Net reclassification refunds to exporters____.....--..--- cidahicininialictenl ee eee -. $42,680 
Additional amount due CCC for reweights-____........--..-------.--- acwukiediin aude —1, 721 
ed eRe a 8 eh oe Beak Fatal genes Beata einte ed eaten con ate ener 40, 959 


As shown in the above table, the difference in domestic market value between 
the class used as the basis for settlement of the sales to the exporters and the 
higher class represented by exporters for Public Law 480 financing ranged from 
an average of $7.25 to $29.31 a bale. The same range applies to cotton values 
at export prices since premiums and discounts used in adjusting the base price 
of cotton for a particular class are the same for both domestic and export prices. 
In computing the differences due to higher class, we applied the average of 
domestic prices quoted in 14 U.S. cotton markets on the date of the exporters’ 
sales under Public Law 480 to the class of cotton used in the CCC settlement 
and to the higher class of cotton represented by exporters. The computed 
value of the difference between the class used for sales settlements and the 
class represented for export financing was about 13.4 percent of the exporters’ 
selling price. 

We believe that, because exporters’ contract prices were not questioned unless 
they; were $30 to $35 a bale higher than the purchase price of export cotton 
and because the quality of cotton being financed was not determined, CCC’s 
price review was ineffective for determining whether prices for financing the 
exportation of cotton were within the prevailing range of export market prices. 

In a letter dated August 27, 1959, commenting on a draft of our report, the 
Administrator of CSS stated as follows: 

“In order to strengthen our price review procedure for cotton we have taken 
several actions. Whereas in the past our instructions provided that foreign 
quality arbitration would be requested only when it appeared that a shipment 
was not proper or that there was collusion involved, we have now made pro- 
visions for requesting arbitration on a specific percentage basis of all cases 
where cotton is not sold on form A certificates. We have also provided that a 
specified number of cases on which arbitration is requested shall be appealed. 

“Arrangements are also being made for appeals boards to furnish, in the case 
of appeal, the quality of the cotton delivered in terms of the Universal Standards 
for comparison with the quality stated by the exporter in his sales contract 
or confirmation. The approval of the sales prices will be reexamined upon 
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receipt of the information as to the quality, and, where appropriate, a claim 
for excess amounts financed will be filed against the exporter. 

“The basic worksheet used in cotton price review operation has been revised 
and enlarged to include all pertinent information regarding export prices and 
other items necessary to complete the review. Thus, in all cases we haye pro- 
vided for complete documentation of each price review made in order that the 
record be perfectly clear as to the factors and items considered and used,” 

We believe that after a few months’ trial period the arbitration procedyre 
should be reexamined and evaluated by CCC with the objective of determining 
whether it is the most satisfactory means of reviewing the quality of the 
cotton and the most effective method of protecting CCC against exceggiye 
financing costs of cotton exports. We suggest, that, at that time, CCC considep 
the effectiveness of the arbitration procedure in relation to an alternatiye 
procedure which would require exporters to present evidence of the latest 
official U.S. Government classification of the cotton to be financed. Sy 
cotton should then be sampled on a selective basis to determine whether its 
quality is the same as that stated in the evidence presented by exporters, 

Mr. Navueuton. The CCC price review regulations under title ] 
call for export market prices to be used as the basic price in determip- 
ing whether a particular transaction is eligible, do they not? Am] 
correct on that, Mr. Berger? 

Mr. Bercer. Yes. 

Mr. Naueuron. Has this procedure been consistently followed in 
the case of cotton ? 

Mr. Bices. Yes. 

Mr. Naveuton. You have used the export market price ? 

Mr. Biaes. Yes. Iam furnished the sales price and f.o.b. port price, 
I then adjust to export price and approve it if the price is in line. If 
your people will come and talk to me and my subordinates, I think I 
can explain the matter. Since this matter has come up, I am having 
everything put right on the check sheet so anyone can see it from 
now on. But that has been the policy in every case, unless there were 
some errors made. I have checked the prices in, I believe, 95 percent 
of the cases myself and I believe I know what was done. 

Mr. Naventron. Mr. Chairman, I think Mr. Eschwege, of the Gen- 
eral Accounting Office, is here in the room and perhaps he might like 
to comment on that last statement. 

Mr. Fountain. Tell him to come up, please. 

Mr. Naveuron. Mr. Eschwege, can you tell us when you went down 
to New Orleans to look into the operations of the New Orleans Con- 
modity Office, particularly as to cotton, did you check as to whether 
the price review was being made on the basis of the domestic price 
or the export price ? ’ 

Mr. Escuwecr. Well, I went down there to supervise and review the 
audit performed by our regional staff. They made a check to see 
how the pricing review was being carried out. 

Mr. Fountatn. What did you find ? 

Mr. Escuwecr. The transactions that we examined showed that the 
price which the exporter was charging to the importer was compared 
with the domestic spot market price adjusted for premiums or dis- 
counts applicable to the grade of cotton. 

Mr. Naveuton. In effect the domestic market price was being used. 

Mr. Braas. May I ask a question ? 

Mr. Fountarn. Yes. 

Mr. Bices. Did you come up to me regarding the prices and ask 
me if I accepted what was on that piece of paper or if I compared that 
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Mr. Escuwece. We made an independent review. I did not come 
up to you, sir. 

Mr. Bias. I probably OK’d all of the ones you saw. I guess at 
least 90 percent of them. 

Mr. Escuwece. I didn’t see them. It was our staff that saw them. 

Mr. Brees. Other than the information that was on that piece of 
paper you looked at, you didn’t know what I had considered did you! 

Mr. Fountain. You didn’t have any records to indicate the basis 
upon which you made the decision ? , 

Mr. Biacs. That is right. They furnished me with the shippers 
export price and the domestic f.o.b. port price of the port through 
which the cotton was to be exported and in my review I compared 
it the way I discussed awhile ago, which was according as to our 
sales, and I say that it was checked against the export price, for I 
check it myself. All they did was take the information that was 
in the file and review it. 

Mr. Naventon. Mr. Biggs, did you at any time issue a memoran- 
dum directing the persons in your office who were making price anal- 
yses on cotton to measure the price against the New Orleans spot 
market price ? 

Mr. Bices. Every one of those price checks came up to me after 
they were prepared. If I was in the city, they came to me and I OK’d 
it. 

Mr. Naveuton. You did approve a memorandum ? 

Mr. Bices. No I say that I OK'd the price itself. I mean the 
sheet on which the price was OK’d came up. 

Mr. Fountatn. Do you do all of the checking yourself personally ? 

Mr. Bices. If Iam in the city. 

Mr. Naveuron. Who does it if you are not there? 

Mr. Bices. Mr. Jones. These price check sheets don’t have my OK 
on them, [indicating] but this is the way it is being done now. 

Mr. Founratn. This is the way it is being done now ? 

Mr. Brees. That is right. 

Mr. Fountarn. When was this procedure changed ? 

Mr. Breas. Here’s a price check sheet. This is what the General 
Accounting Office saw without the ink figures. Now, these ink fig- 
ures are the one I used before I OK’d it. Here’s one I OK’d, and 
I went back and used the 450 points, and used the prices under the 
PIK program to arrive at the price. Now, you see that the prices 
run very closely after they are adjusted. I am not accusing the Gen- 
eral Accounting Office of misrepresenting something. They just took 
what was in the record without getting the facts of what I did before 
I put my initials on them. 

Mr. Fountatn. Did you know they were down there checking? 

Mr. Brees. Yes, I knew they were there, but they didn’t come up 
and talk to me. | 

Mr. Fountarn. You didn’t volunteer any information about the 
record ? 

Mr. Bicas. No, but I was there part of time they were checking. 

Mr. Nauenton. Mr. Biggs, my question was, did you ever issue 
or approve a memorandum stating that the test used in checking 
the cotton transactions was to be the New Orleans spot market price ? 
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Mr. Biaas. Well, I don’t know what you are talking about. I may 
have issued a memorandum like that, but I believe all of them came 
up to me to be rechecked and OK’d, just like that one you have there, 


Mr. Navucuron. Let me read this memorandum into the ree ord, 
dated August 8, 1956. 
To: R. 8. Parker, Chief, Commodity Operations Division, New Orleans Com- 
modity Office. 
From: F. P. Biggs, Director. 


Subject: General Price Approval of Surplus Cotton Sales under title 1, Public 
Law 480. 


Until further notice this will be your authority, as to price approval, to accept 
for registration suppliers export cotton sales under the captioned program, 
which reflect a contract price which is less than the spot quotation price ap- 
plicable to the quality shown on the copy of the sale credit. It will not be 
necessary to refer such transactions to me, or in my absence to Messrs. Jones or 
Lera, for individual contract price approval. You should, of course, continue 
to refer contracts in the usual manner for price approval where a spread exists 
between the supplier’s price and the spot quotations. 

Now, the spot quotation, of course, is the New Orleans domestic 
price of cotton. 

Mr. Bices. It is whatever port the cotton is to be exported through. 

Mr. Naueuron. Now, this memorandum indicates also that it was 
not necessary to refer these transactions to you, as you have told us, 

Mr. Breas. I think you will find the bulk of them did come to me, 
but if any of them didn’t I don’t remember. 

Mr. Naveuron. Do you think this kind of a personal system is a 
proper way to operate a program under which you have spent hun- 
dreds of millions of dollars of the taxpayers’ money ? 

Mr. Biaes. Well, if you want my opinion, I think that the cotton 
should be classed and form A issued. I have told you two or three 
times that I think this is the best kind of a check. 

Mr. Naueutron. Whose idea is it that the cotton not be classified if 
it is not yours ? 

Mr. Biee. I am just an operating man. I don’t set the policies, 

Mr. Naueuton. Who does? 

Mr. Founra1n. Do you have any authority to prepare these addi- 
tional records which you have given to us? 

Mr. Braces. When the method used was questioned I started doing 
that. so the auditors could see what was being done. 

Here are some letters that might clarify the matter. There is a 
letter from Mr. Richards about the price check, and also one from 
Mr. Rhodes, and also a doc ket that may show 

Mr. Founrtarn. If there is no objection, these will be inserted in 
the record at this point. 

(The documents follow :) 





DEPARTMENT OF AGRICULTURE, 
COMMODITY CREDIT CORPORATION, 
Washington, D.C., January 24, 1955 
To: Mr. F. P. Biggs, Director, CSS Commodity Office, 
New Orleans, La. 
From: Vice President. 
Subject: Announcement No. NO-C~-4, Sale of Cotton. 


‘Inclosed are copies of the subject announcement which has been approved 
by the Office of the Solicitor for use in making sales of CCC owned cotton under 
Public Law 480, 83d Congress. This memorandum constitutes my approval of 
the announcement as required by docket CZ-—206, and you are authorized to 
issue the announcement immediately. Please note that the Office of the Solicitor 
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has, in addition to making a few minor changes discussed by Mr. Raper with 
you over the telephone, added two additional sections that were not included 
in the draft which you discussed with the Cotton Division when you were in 
Washington. i 

Reference is made to the provisions contained in the Special Provisions of 
Form 480-A: Authorization 11-03 for Yugoslavia, issued by the Foreign Agri- 
cultural Service, as they relate to price, arbitrations, and appeals. Upon receipt 
of the sales confirmation, it is anticipated that you will review the price in 
relation to the quality described in the confirmation, market prices, and any 
other related information available to you, and if the price appears to be within 
reason, it should be approved. It is not anticipated that you will request 
arbitration on any specific number of shipments or a specific percentage of ship- 
ments. Rather it is expected that you will request an arbitration only when 
you have information or other reasons to believe that a shipment is not proper 
or that there is collusion involved. 


PRESTON RICHARDS. 


Corron Dtviston, March 9, 1955. 
To: F. P. Biggs, Director, CSS Commodity Office, 
New Orleans, La. 
From: Director. 
Subject: Responsibilities of CSS Divisions with respect to the administration of 
title I of Public Law 480—Instruction No. 733-2. 

Reference is made to the subject instruction, a copy of which is enclosed, 
relative to the responsibilities of this Division in connection with the administra- 
tion of title I of Public Law 480. 

Section VI provides that commodity Divisions shall be responsible for de- 
veloping instructions to the commodity office covering price review, quality 
check, and agent’s commissions. We have been informed that it is not necessary 
that these instructions be contained in a procedure in the numbered series. The 
points concerning price review and quality check are contained in a memorandum 
to you dated January 25, 1955, and signed by Mr. Richards. Although that 
memorandum mentions the 480—A authorization issued to Yugoslavia, they are 
equally applicable to authorizations issued subsequent to that time. With 
respect to the provisions relating to agent’s commissions, we do not anticipate 
that the form 329 submitted by any exporter will show that an agent is involved. 
However, should any contain such information, you should refer the matter to 
us with such information as you are able to furnish with respect to the agent 
and the commissions payable. We shall then develop instructions with respect 
to the action to be taken to determine the status of the agent and acceptability 
of the amount of the commission. 

In discussing the instruction with the Fiseal Division, we were told that it 
would be revised to eliminate requirements that the sales announcement contain 
provisions contained either in the regulations issued by FAS or in our announce- 
ment CN-480-1. For example, sections VB 2 and 7 are covered by amendments 
to the original regulations. Further, section VA will be amended so that the 
responsibility for issuing the sales announcement may be in your office. 


F. MARIon RHODES. 
Excerpt From Docket CZ-206 


Page 6: “IIT F Price Review”: 

“CCC shall review the exporter’s sales price to determine whether it exceeds 
the prevailing range of export market prices (or such other maximum price 
level as may be specified in the authorization) as applied to the quality of the 
commodity exported and the method of sale involved, at the time of sale. If the 
price exceeds such maximum price level, CCC shall endeavor to inform the 
exporter prior to shipment. However, if this is not done and the sale is actually 
financed, a claim for such excess may be filed by CCC against the exporter within 
90 days after the documents required for payment under the letter of credit are 
presented to the banking institution by the exporter or within 90 days after 
receipt by CCC of proof of the export sale certified by the exporter, whichever 
is earlier. CCC shall not have a right to file a claim for such excess unless the 
claim is filed within such 90-day period.” 
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Mr. Founratn. This matter has been discussed on various occasions, 

Mr. Naventon. Mr. Biggs, you say that you think it was much 
better to classify this ¢ otton, ’ but it is not a matter of policy for you to 
set. Have you ever expressed the opinion you thought this cotton 
should be classed to your superiors ? 

Mr. Biaes. Yes. 

Mr. Naueuton. To whom did you give that opinion ? 

Mr. Bices. We had a meeting ‘last ‘time up here in January, and we 
discussed the various ways that could be done. 

Mr. Naveuron. Did you suggest that the cotton be classed at that 
time? Did you tell your superiors you felt this price review was 
inadequate and “pretty sorry,” as you expressed it ? 

Mr. Breas. Yes. 

Mr. Naventon. What was their comment ? 

Mr. Biecs. Well, we talked about classing the cotton, and, of 
course, the cotton trade is opposed. They say they can’t operate if 
they do have to have it classed. 

Mr. Navenron. Are you running this program for the benefit of 
the cotton trade or the taxpayers? 

Mr. Biees. Well, I keep telling you, I am the operating man. I try 
to operate it on the basis of the ‘regul: ations and to the best of my 
ability. This is about the best I can do. 

Mr. Smiru. Who were these superiors you were talking with? 

Mr. Founrarn. I wouldn’t want to put him in the position of saying 
they didn’t take his advice. : 

Mr. Bracs. Well, Mr. Wirin, you were at that meeting weren’t you? 
Mr. Raper from the Cotton Division was there. There were several 
others present. I don’t remember their names. 

Mr. Fountatn. When was this? 

Mr. Biecs. This was in January. 

Mr. Fountarn. Of this year? 

Mr. Biacs. Yes. It has been discussed on prior occasions. In fact, 
there were several meetings before the program was set up. We met 
with the trade, and the trade just said they couldn’t operate under a 
program requiring the cotton be classed. 

Mr. Surru. By the trade you mean? 

Mr. Biecs. The cotton exporters. They weren’t at this last meeting. 
Since the inception of the program there were several meetings, and 
I attended one or two, and they wouldn’t agree to that kind of a 
program. They said they couldn’t operate under it. 

Mr. Founraty. While you are on that point, when did you first 
make your recommendation for classification and certification ? 

Mr. Breas. It was discussed after this meeting. 

Mr. Fountarn. Did you make any such recommendation prior to 
January of this year? 

Mr. Brees. Yes; it was discussed before we ever entered into the 
program at all. It was discussed with the trade, and that is what the 
Department wanted us to do. 

Mr. Fountatn. What prompted you to make that recommenda- 
tion ? 


Mr. Brees. I just didn’t feel that the check they were making was 
worth too much. 
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Mr. Founra1n. In other words, you felt that we were financing op- 
erations relying altogether upon the information which you received 
from the people with whom you are dealing? 

Mr. Brees. That is true. 

Mr. Fountain. Without any opportunity yourself to verify what 
they were doing ¢ 

Mr. Biaes. All you do is take what information they gave and make 
the check. As far as what was shipped, we didn’t know. 

Mr. Naueuton. Mr. Biggs, how many direct superiors do you have 
inthe Commodity Stabilization Service? 

Mr. Bercer. I happen to be the direct superior as far as that is 
concerned. I am the Administrator of the Commodity Stabilization 
Service, and Executive Vice President of Commodity Credit Corpora- 
tion. Of course, I have men down the line from me. Mr. Biggs works 
for me, and under a deputy of our operations who handles all of the 
commodity offices, and the cotton division, of course, is under our 
deputy, now Mr. Forrest Beall. 

‘his question has been discussed a number of times. There is no 
doubt about it. I have not been under the primary impression that 
Mr. Biggs had argued the point, that he felt as strongly as he seems 
to indicate today, that he felt that this was the only answer, to have 
an inspection on every bale that went out. I didn’t attend all of the 
meetings, but the report was brought on up to me, and this would 
indicate that this was going to slow up exports of cotton terrifically 
if we had to do it. Everybody has passed on to me the information. 
That is one of the big reasons why it was impractical to attempt to 
do it. 

Mr. Fountain. You mean everybody in the cotton trade ? 

Mr. Bercer. That is correct. When we were moving the volume 
of cotton we were, and the pressures that have been on us to attempt 
to move all of the cotton that we possibly could, and that we shouldn’t 
put in any stumbling blocks along the line; that we try to do it in 
what we call a more or less practical application of the thing, and I 
was under the impression, Mr. Biggs, that if you did make another 
examination of the cotton before it went on the boat, you still had 
this problem of the American grade and standard and what the man 
is selling it for. 

Mr. Biees. You would have that. 

Mr. Bercer. And I always understood you to say that that was one 
thing that even the new grade, the new classification was not going 
to correct, that particular problem of our standard in what the man 
was selling for. 

Mr. Bices. What he would have to do is—— 

Mr. Brercrr. The only thing you would be doing is you would be 
answering the General Accounting Office and this committee and 
other committees on the fact that this grade here that happened to 
go out was of the same standard that happens to have been sold out 
of CCC, but it wasn’t going to cure the problem as to what the man 
actually got for it and the kind of a grade that he had on these, isn’t 
that right ? | 

Mr. Breas. I still say you can’t go by the grade if you have a fair 
price for cotton shipped. 

Mr. Bercer. That is right, and you also stated that the grade he 
sells is not a grade of our standard at all. 
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Mr. Fountarn. Just a minute, Mr. Berger. 

Mr. Bicaes. As I understand it now, the only way that I can know 
he ships what he says he ships is to have it graded. 

Mr. Fountain. Mr. Biggs, let me ask ‘you this: You just said yoy 
recommended classification as a proper way to handle this situation, 
to know what you are doing and what you are paying for. Yet, on 
the other hand, you said the grade doesn’t matter ‘and that it is just 
a question of pr ice. ‘That seems to be inconsistent to me. 

Mr. Bices. I said this: If the shipper is shipping Middling 1%, 
inch cotton - me to know he is shipping Middling \%.% inch cotton 
you would have to grade it, but I don’t think there has been any big 
windfalls, certainly none to amount to much compared to shipments 
I think if you compare the prices instead of grade, you will find that 
there have been maybe a few cases where we financed more than the 
cotton was worth. 

Mr. Founratn. That may be true. We certainly don’t want to 

slow up operations unnec essarily because we want to get this cotton 

sold wherever we can sell it, but at the same time we are spending 
hundreds of millions of dollars of the taxpayers’ money, and it seems 
to me, that every reasonable precaution ought to be exercised to the 
end that we are not spending money that is unnec essary. I think 
those precautions ought to be taken, and yet I realize the practical 
problems that may be involved. 

Mr. Bercer. I think that is true. 

Mr. Fountary. No man would run his own business that way. 

Mr. Bercer. Mr. Chairman, I agree with you. I wouldn’t be run- 
ning my own business the way the whole price- support program is 
set up. It is quite a continuous loss proposition as far as I am con- 
cerned. 

Mr. Fountatn. We understand that. We just don’t want to add 
to those losses. 

Mr. Bercrr. That is correct. I want to protect the taxpayers on 
every dollar I can, and when you get down to this thing—and this is 
a decision made at my level—I am not passing this off to my boys 
down the line—it has been discussed with me. It gets down to what 
is practical to do on this, and that is the check we have now, and 
when you stop to consider this free competition among the exporters 
in the world market, and if we do take their selling price as to what 
they give, as to the kind of grade, they say they are selling for and 
realize on a practical standpoint, that has no connection “with the 
original grade on the cotton. That is what I understood them to say 
all of the time. It isa practical operation. We may be losing a few 
dollars maybe, somebody loses a dollar or two, but if you try to check 
every bale it is not practical. 

Mr. Founratn. You could spotcheck it without checking every 
bale? 

Mr. Bercer. That is correct. 

Mr. Founrarn. Has any effort been made to adopt a temporary 
procedure to enable you to compare the procedures you now have with 
the procedures Mr. Biggs says he recommended ? 

Mr. Bercer. I can’t answer that. Frankly, I can’t answer you 
truthfully one way or the other, Mr. Chairman. I don’t know. 

Mr. Fountarn. You ought toknow. You are the head of this thing, 
you say. 
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Mr. Bercer. I have a few other things to run, too, besides just a 
cotton program, and these things do come to my attention, and I 
attempt to get Into them at the time the decision is made. 

Mr. Fountarn. You do have a tremendous responsibility, I recog- 
nize that, and I am frank to say I sympathize with you, but at the 
came time this involves billions of dollars. 

Mr. Bercer. That is correct. There is no doubt about it at all. 

Mr. Bices. Mr. Chairman, I believe that if these cases that you 
have, if you will send the papers down to me and let me work them 
out, and then let one of vour investigators come down and let me go 
over it with him. I think the whole trouble here is lack of knowledge 
of the cotton business. 

Mr. Founrarn. I think maybe you are right to some extent in that 
all of us on the committee are not. thoroughly familiar with the cotton 
business. I have been associated with it to some extent on a much 
cmaller basis than that with which you have been engaged, but it 
doesn’t take an understanding of the cotton business, it seems to me, 
to recognize the necessity for the exercise of certain precautions 
when hundreds of millions of dollars are involved. I realize that there 
are certain risks that you have to take in an operation of this kind, 
that you can’t dot every “i” and cross every “t,’ but even the bank 
locks up its doors and has a big safe and keeps a light on the inside 
as a deterrent against thieves. I don’t care how honest you may be 
or how efficient you may be, you are going to have some losses. There 
is going to be some waste in an operation of this kind which can’t be 
avoided. We are simply trying to encourage you, on the basis of the 
limited information which we have, to take those precautions which 
we think are as nearly in keeping with good business practice as 
possible, even though Government is primarily a service and not a 
business. 

Mr. Bercer. That is correct. 

Mr. Bieas. Mr. Chairman, I want to finish what I started to say. 
If we get these cases where they think there is a big windfall. 

Mr. Founrarn. Do we have those? 

Mr. Navanton. Yes, 

Mr. Fountain. We will arrange to get those to you. 

Mr. Brees. If I can show you there was no windfall, wouldn’t that 
remove a lot of this doubt? 

Mr. Fountain. I think it certainly would extenuate the question of 
loss, 

Mr. Navenron. On that particular point, windfall or no wind- 
falls, are you familiar with the results obtained by the ICA in making 
price review on cotton transactions? 

Mr. Biaas. No. 

Mr. Naventon. They are dealing essentially with the same people 
you are dealing with. 

ICA has financed quite a bit of cotton, perhaps a couple of billion 
dollars, since World War IT, and they have not been able to review 
every transaction, but they have reviewed a good many. I think the 
total claims that they have made on this amount for all types of price 
violations and quality deficiencies, is, if my memory serves me right, 
around $22 million. ~ 
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Now, in the past 3 years, during the period Public Law 480 hag 
been in effect, and CCC has spent five or six hundred million financin 
cotton exports, ICA has spent about $700 million. I think ICA has 
made claims for three or four million dollars. ICA is dealing with 
the same type of trade and the same firms CCC is dealing with. : How 
much has CCC recovered ? 

Mr. Bices. We have not recovered any. 

Mr. Naveuron. Have you filed a claim for a single penny? 

Mr. Biaes. No. ; F 

Mr. Naventon. Don’t you think it is strange that so many firms 
are trying to cheat ICA, and they are not trying to cheat you? 

Mr. Bices. I didn’t know anything about trying to cheat ICA, 

Mr. Fountatn. Why use the term “trying to cheat” ICA? They 
are all trying to make as much money as they can. ; 

Mr. Naveuton. Let’s say making mistakes in their own favor, 

Mr. Bercer. I think that is the life of business. I mean, anybody 
in business is trying to make every dime they possibly can. I am in 
favor of that. 

Mr. Founrarn. I think that people ought to get a reasonable return, 

Mr. Bererr. I think, Mr. Chairman, I would like to go back again 
and say that the few times this has been brought up to my attention and 
discussed, it has always come back to what is practical and what good 
are we going to be able to do if we go to the reclassing program. 

Mr. Founratn. Right at that point, the good you can do can be 
determined by putting into effect a program, if only on a temporary 
basis, to see what the result would be. ‘ 

Mr. Naveuton. Mr. Chairman, I don’t think the record should be 
confused as to the fact it is necessary to establish reclassing to tighten 
up the program or introduce some type of price review. If you simply 
require the exporters—if, in fact, they are not already doing so—to 
certify the grade they are putting on that invoice means something 
in terms of U.S. standards, then you have gone a long way. As it 
stands now, we are playing baseball and everybody has their own 
rules. 

Mr. Brees. I doubt if you will export much cotton on that basis. 

Mr. Fountain. You may be right. I don’t know. 

Mr. Smirn. I wonder, Mr. Biggs, do you use price as a basis! 
What do you compare that price with ? 

Mr. Biaes. Well, if an exporter sells cotton, regardless of what he 
calls it, the price is 31 cents. That is what he gets for the cotton, 
and then he had to pay the transportation to foreign country, all over, 
and we finance it at 31 cents. 

Mr. Smiru. Do you have a certain rule of thumb? Is there a cer- 
tain differential involved ? 

Mr. Biaas. Well, regardless of what they call the cotton, or what 
the difference are for the grade, if they can sell it for 31 cents, that 
is what he gets for it. ' 

Mr. Smiru. He doesn’t sell it for the same amount he paid for it, 
does he ? 

Mr. Bercer. No. 

Mr. Smrru. I mean, is there a certain rule of thumb you use? 

Mr. Breas. We wouldn’t know what he paid for it. 
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Mr. Naventon. Mr. Biggs, if you were in the automobile business, 
would you sell a Cadillac and Chevrolet at the same price because they 
were both cars? 

Mr. Bercer. I don’t think that is a good question. 

Mr. Naucuron. Iam trying to understand the situation. 

Mr. Bices. What was the question ? 

Mr. Bercer. You are missing one point. 

Mr. Founrain. Let him answer the question. I may say I don’t 
think it is a true analogy. 

Mr. Naveutron. How can you tell whether a price is right for cot- 
ton unless you know what quality the cotton is? 

Mr. Bices. You can’t. That 1s what I have been saying. You 
can’t, unless you know the grade. The thing I am trying to say is 
that Spain or Liverpool or whoever is buying this cotton have their 
idea about what middling cotton is and it probably isn’t the same as 
the universal standards. So we have to get the two together because 
if you are going to ship on universal standards, the exporters are 
going to have to charge the man several cents per pound more than if 
he can ship on the importers idea of class. If he is going to ship mid- 
dling cotton and he has to certify on the U.S. standards, he can’t do 
it because he won’t get enough money for it as he sells on importers 
idea of class. That is what I am trying to say. 

Mr. Naventon. In other words, if these cotton transactions were 
being expressed in terms of U.S. standards, then all of them would 
be overpriced as far as you are concerned ? 

Mr. Biaes. No, I didn’t say that. I said that if they were going to 
ship on U.S. standards they would all have to charge more for the 
cotton. The foreign countries don’t have the same idea of the grades 
of cotton as the universal standards. 

Mr. Naveurton. Is it customary in the cotton trade to ship cotton 
which is classed under some other type of grading system which does 
not measure up to the U.S. standards? 

Mr. Biaas. Yes. The best way I know to express this thing is the 
cotton shipper does not class cotton; he classes the customer. 

Mr. Navucuton. So he ships the lowest quality he thinks he can 
send and get that price? 

Mr. Bices. He doesn’t charge according to U.S. standards. He 
sells what the purchaser wants and ships what he sells and charges 
what he thinks he can get for what he ships. 

Mr. Fountain. We would like to finish with Mr, Biggs. Do you 
have any more questions ? 

Mr. Navcuton. In other words, he ships the lowest quality of 
cotton he thinks he can get by with and charges the highest price he 
thinks he can get by with? 

Mr. Bices. That is right. 

Mr, Navenron. So since you have no idea what the actual grade 
under American standards are, you go ahead and pay that price? 

Mr. Brercer. Paying on the basis of the price he has been able to 
sell the cotton for. 

Mr. Naueuton. So you are willing to pay any price that the cus- 
tomer abroad will pay? 

Mr. Brrcer. Because I don’t think he can charge that customer 
any more than competition would allow. IT think. that is the thing 
you miss. I think that man is not buying from just one exporter. 
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He has a chance and gets bids from several exporters. I think the 
element of competition is something that helps this thing a little 
and keeps it a little under control. ' 

Mr. Fountain. This is not quite as competitive as it would be if 
you had several hundred people competing, rather than 15 or 20 pj 
operations, because it looks like there has been plenty of business for 
all of them. 

Mr. Brercer. Mr. Biggs, how many exporters do you have on your 
mailing list at the present time? A couple hundred ? ; 

Mr. Biees. Yes. Oh, more than that, probably. 

Mr. Brrcer. My cotton experts tell me there are several hundred 
cotton exporters that we have on our mailing list. 

Mr. Fountain. In other words, as I understand it, whatever price 
he says he is willing to sell at, regardless of how it is termed, that 
is the price you finance? 

Mr. Brrcer. That is right, and I say he is not going to be able 
to charge that man over there any exorbitant price because of com- 
petition. 

Mr. Fountarn. Of course he might be dealing with his own com- 
pany. 

Mr. Bercer. No, I doubt if that would be the case. He would be 
selling a mill or something over there, wouldn’t he, or another buyer? 

Mr. Bices. That is right. There is strong competition when these 
authorizations come out. 

Mr. Bercer. Everybody knows about them and they are interested, 
They are fighting for their business. 

Mr. Navcuton. You have been talking about competition in the 
cotton industry. Weren’t there five of these companies selling or 
dealing with CCC that were indicted for collusion on CCC cotton; in 
other words, getting together to skin you? 

Mr. Bercer. I can’t remember that. 

Mr. Naucuton. It happened down in New Orleans. 

Mr. Biaes. About 15. The case was drawn and it never did go 
to trial. 

Mr. Fountarn. A consent decree was ordered. 

Mr. Navueuton. What pappened was these firms were getting to- 
gether instead of submitting bids separately. 

Mr. Biecs. What they were doing was they were submitting the 
bids through one concern, 

Mr. Naventon. That is right. Now if that is an example of the 
competition you have that is protecting you in the cotton business—— 

Mr. Brees. That has been stopped and I tried to stop that long 
before it was stopped. I worked on that 3 or 4 years, but I didn’t 
get itstopped. Finally they brought a suit. 

Mr. Navueurton. But the primary point now is that you are not pay- 
ing too much on these cotton export transactions under Public Law 
480 and that is because of the competition ? 

Mr. Biaes. I think that is probably true. 

Mr. Fountain. And that they give you a fair price. 

Mr. Bicas. I think so. As I say, let us take a look at some of the 
cases found by GAO and let me clarify it for you. 

Mr. Founratn. Do any members of the committee have any addi- 
tional questions they want to ask Mr. Biggs? 
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Mr. Lancer. Mr. Chairman, I would like to explore it just a little. 
\re we short of time? 
~ Mr. Fountatn. No, we are not short of time for your questions. 

Mr. Bercer. If you let me go to lunch, I would be glad to come back 
and stay the rest of the afternoon. 

Mr. Founrarn. I was trying to help Mr. Biggs get away from 
Washington. Go right ahead, Mr. Langen. 

Mr. Lancen. May I start out with, first of all, I don’t profess to 
know anything about cotton and possibly because of that fact I find 
the whole field of testimony very confusing at this point. 

Mr. Fountratn. You are not the only one. 

Mr. Lancen. He is talking about varying grades and varying prices 
and all of that sort of thing and the possibilities that are involved by 
the juggling of the grades and the prices and so on. One of the 
things that puzzles me and probably it comes to me naturally is that 
nobody has said anything about the price to producers of cotton. If 
there 1s such a big range in which to juggle prices here after Com- 
modity Credit has received the cotton and in future sales and all that 
sort of thing, somewhere along here the producer must have been 
involved, too, and there is a possibility that he in the initial step was 
involved in the grading and the price that he received. 

Now if I have understood the testimony up to this point, which 
reflects around the grading and the price, 1f I may use fictitious fig- 
ures, and I am only doing it to see whether I understand what is hap- 
pening, but taking one look at the cotton, and I am going to grade 
cotton now into 1, 2, and 3 grades, and this lot is graded No. 3—asks 
a No. 3 grade. As a No. 3 grade, I command a certain price. We 
follow that same lot of cotton and it may become the property of 
Commodity Credit and moves in export. Anyhow we have another 
transaction over here that amounts to a sale on that and because of 
variations in grades, I am led to believe that that sale may show up 
something and that same cotton now is No. 1 because that particular 
buyer is satisfied that this quality cotton is No. 1 tome. But he still 
pays the same price that he paid originally and we are assuming he 
probably should have paid the higher price because it showed up as 
a higher grade. Is that a part of the confusion that is involved ? 

Mr. Naveuton. Part of the confusion, except our cases started out 
as No. 2, were sold by CCC as No. 2 and then were reclassified down 
to No. 3, and CCC paid a refund to the buyer. Then the cotton comes 
back under Public Law 480 and CCC pays for that cotton as No. 1. 

Mr. Lancen. Then we start from the other end, start with No. 1, 
and then it moves down a grade, but I understood that there is a possi- 
bility that you may have an invoice that shows it would be graded 
down two grades down, but it might possibly sell for the same price, 
I have been led to believe. 

Mr. Naveuton. Not if it was in terms of U.S. standards. 

Mr. Lancen. They say it is not always in terms of U.S. standards. 
There is some other grade that shows up there that isn’t U.S. stand- 
ard, and that grade may be other than that, and it may be the same 
even though the grades are different because there are grades coming 
from different sources. Is that right? Is that not a possibility ? 

Mr. Founrary. Can you answer that, Mr. Biggs ¢ 
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Mr. Bices. No, sir. We go back to Spain. Spain has an idea of 
grades. Our idea of No. 1 is probably, at U.S. price, 35 cents, ang 
Spain’s idea of No. 1 in U.S. money would be worth 30 cents. They 
call for export market prices to be used as the basic price in determin. 
worth as much. They call it the same, but it is not. That is the 
confusing part. 

Mr. Founratn. Does that satisfy you? 

Mr. Lancen. I confess it gets confusing. 

Mr. Naveutron. The problem is in making a price review, because 
the price reviewers don’t know all of the different countries’ grades 
and have no basis upon which to grade the cotton. 

Mr. Brees. All we have are prices. 

Mr. Navueuton. And you don’t kno: what grade the price is for. 

Mr. Lancen. May I ask, and I realize that the point has been made. 
but one of the problems is not to deter in any manner the volume and 
extent of export. We all recognize that point, and it seems difficult 
to get to a system in which one standard of grade might be used 
through the whole volume of transactions that may be involved. That 
is a difficult procedure to accomplish, I understand, without cutting 
back in the exports; is that correct ? 

Mr. Bercer. That is correct. But not only that, but I would say, 
Congressman, as the information has been brought to me in the past, 
we didn’t think it was going to cure it. It wasn’t done as an answer 
even though we did reclassify every cockeyed bale that went on the 
boat, and it still wasn’t going to cure the problem. This isn’t what 
is being solved over here. We still have to take what this man has 
been able to get for the bale of cotton he delivers to this seller over 
there. He is the man over there that the program has been announced 
for, with so much money they are going to use for cotton growers. 
Every cotton exporter that has any way of getting in there will go 
after that business and he is going to get in there and try to sell that 
cotton to the best of their ability. I think that competitive element 
in a particular country, they are going to go in and try to get that 
cotton to the best of their ability. I think that competitive element 
there has been to me quite an answer to safeguard the taxpayers. 
Regardless of how we are trying to follow one bale of cotton over 
here, and somebody might have a windfall on one bale, but it is still 
coming back to what has this particular bale of cotton been able to be 
sold for over there when the purchasing condition has been competi- 
tive. I think that will keep from getting too many windfalls on that 
particular sale. I believe that personally. At least that is what 
‘aused me to help me say it is rather useless to go ahead and go to 
the expense of trying to reclassify these bales of cotton on the dock. 

Mr. Lancen. One further question. In light of that, is it your 
estimation possibly that a minor system of spot checking might be 
made on a certain percentage of deals—I mean without picking out 
any specific ones? Do you think that could give a clear picture of 
just what is happening so that you have some idea of what the rela- 
tionship between these various prices that are involved concern? It 
seems to me in other fields of activity, Commodity Credit, as well as 
other phases of farmers that we have discussed, that we have used 
this system of spot checking, not going over every last one of them, 
and in that way making the comparisons on grade that may have been 
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established, and just in these spot checks we see what the actual trans- 
action consists of, what it involves in grades and prices without deter- 
ring the w hole matter. 

Mr. Bercer. I don’t know whether that was done or not, do you, 
Frank ¢ 

Mr. Bices. It was discussed, but it wouldn’t then agree with the 
U.S. standards, with the grades that you have. 

Mr. Lancen. See what is happening. 

Mr. Brees. I think if you make them certify what grade it is, in 
accordance with U.S. sts andards, that would help. 

Mr. Lancen. I think, for the future standpoint, that the matter 
of deterring or the desirability of juggling of figures, if they were 
subject to spot ¢ hecks and they knew they were t: aken, that that would 
be a deterring element brought into it. 

No further questions. 

Mr. Smirn. If these—I think it ts six export ters—do about 75 per- 
cent of the business. They, in dealing with Spain, for example, bid 
against one another and the one that will = for the lowest price 
gets the sale. Then you determine whether or not you have received 
enough money by what he sold for? 

Mr. Biacs. That is about the only check we have. 

Mr. Surru. If he has the lowest bid, you are absorbing however 
much he lowers his bid: that is, the Government is? 

Mr. Bicas. No, I don’t think so. A lot of this cotton goes to for- 
eign countries which cannot be described under the standards. 

“Mr. Smiru. Have you tried to make any determination as to 
whether or not these same firms that were ch: arged with collusion on 
the domestic market have colluded on their exports ? 

Mr. Biaas. No, we haven't. 

Mr. Smirn. You can see the possibility under this situation where 
all you use as a guide is their selling price, can’t you 4 

Mr. Biaes. I don’t think you will find that those five or six firms 
are doing that percentage of — under the export program. 

They are doing quite a bit of it, but I don’t believe that the four or 
five larger firms are doing that a reentage of it. I have not checked 
on this. I don’t believe that you will find, for instance, Anderson- 
cha doing that volume. They may be the largest exporter, but 

I don’t believe the vy are the largest exporter of cotton In comparison 
with the cotton they purchase percentagewise. 

Mr. Founrarn. Mr. Smith, are you through ? 

Mr. Smirn. Yes. 

Mr. Fountarn. Any other questions? 

Mr. Naventon. No. 

Mr. Fountarn. Gentlemen, we have run much beyond the time I 
had anticipated. We have other subjects to take up, but we would 
only have from 3 o’clock until 5 to do it. It is possible we may have 
some quorum calls this afternoon, so I guess if it is satisfactory to the 
committee, we are going to have to just go over and start age Lin after 
the Easter recess. We may not need Mr. Biggs. I think we are 
probably through with him, other than maybe some information 

which he may be able to supply for us and in compliance with the 
requests that have been made. 
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Mr. Brercer. Mr. Chairman, we are at your disposal. We are 


per- 
fectly willing to go eat lunch ‘and come back at 2:30 or 3, and finish 


a 


up, if you want to. 

Mr. Fountarn. Well, it would probably be better to have a sep- 
arate day of hearings or maybe a half day. I don’t want to confuse 
this proposition in the record. 

Mr. Bercer. We are always available for you. 

Mr. Fountarn. You have been here this morning a long time and 
I hate to have you come rushing back and end up with a quorum 
‘all. What do the other members of the committee think ? 

Mr. Smiru. It has been 5 hours today so far. 

Mr. Founratn. The time slips by. I didn’t realize how late we 
kept you here. I want to be fair to those of you here. 

If there is no objection, the subcommittee will stand in recess until 
the call of the chairman after the Easter recess. 

(Whereupon, at 1:45 p.m., the subcommittee recessed sine die.) 
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INVESTIGATION OF THE COMMODITY CREDIT 
CORPORATION 


Part II—Export Transactions 


TUESDAY, APRIL 14, 1959 


Houser or ReprEsENTATIVES, 
[NTERGOVERNMENTAL RELATIONS SUBCOMMITTEE 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met at 10 a.m., Hon. L. H. Fountain (chairman 
of the subcommittee), presiding. 

Present: Representatives L. H. Fountain, Neal Smith, Florence P. 
Dwyer, and Odin Langen. 

Also Present: James Naughton, subcommittee counsel. 

Mr. Fountain. Let the subcommittee come to order. 

By delegation of the Committee on Government Operations, the 
Intergovernmental Relations Subcommittee has the responsibility for 
examining operations of the Department of Agriculture at all levels 
with respect to economy and efliciency. Our hearing today is one 
of a series being held by the subcommittee in carrying out this re- 
sponsibility. 

These hearings are primarily but not exclusively concerned with 
the operations of the Commodity Credit Corporation. 

Previous hearings were held in June, July, and October, 1958, 
and March of 1959. 

I am sure that a number of additional hearings will be necessary 
during the 86th Congress. 

Additional details concerning the subject matter of previous hear- 
ings can be found in the opening statement at the beginning of each 
hearing. 

At today’s hearing the subcommittee is interested in taking further 
testimony concerning the exportation of surplus agricultural com- 
modities sold or subsidized by the Commodity Credit Corporation. 

It is expected that testimony today will be particularly concerned 
with the following subjects: One, possible windfalls accruing to 
exporters through the resale of commodities purchased from or sub- 
sided by the Commodity Credit Corporation to the U.S. Armed 
Forces for use overseas at prices not reflecting CCC export subsi- 
dies; and, two, purchase and subsequent resales of dairy products 
by CCC to the original owner for export. 

Many of these transactions apparently have occurred since this 
subeommittee’s investigation of 1954 cheese and butter purchase re- 
sale transactions which, incidentally, have already resulted in re- 
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covery of more than a million dollars for the taxpayers and wil] 
likely result in total recoveries in excess of $2 million. 

Because of the rather complicated nature of our subject matter, 
I am sure there will be a number of questions which our witnesses 
may not be able to answer today. In those cases we would like to 
have supplemental information provided for our record. 

It will not be necessary for witnesses to take extensive notes, since 
we will provide you with a copy of the transcript, I hope, tomorrow, 

In the event the witness who is asked a particular question is unable 
to answer it and someone else is better qualified in that particular field 
IT want any others in the group who can provide the information to 
feel free to implement his reply. 

As is our custom, members of the committee should feel free to 
obtain recognition from the Chair to ask questions at any time. 

Gentlemen, our usual custom, as you know. and my persona] prefer- 
ence is to dispense with the swearing of witnesses representing the 
executive branch of the Government. 

However, as you know, some of the matters on which the subcon- 
mittee has taken testimony in the past have later become the subject 
of legal action by the Government to recover money. 

The entire record of our hearings on the cheese transactions, for 
example, was introduced into evidence at a trial in Baltimore where 
the Government obtained a judgment for more than a quarter of a 
million dollars. Whether that would have been introduced in the 
absence of swearing witnesses I do not know. 

It. is conceivable that some of the matters we discuss today mav 
eventually become the subject of litigation, although I would like to 
make it plain that I am neither predicting nor suggesting that this 
will happen. 

However, under the circumstances, I think it is advisable that our 
testimony be taken under oath and I am therefore going to ask that 
each witness be sworn at the beginning of his testimony. 

Let the records show that a quorum is present for the purpose of 
taking testimony and receiving evidence consisting of Congressman 
Neal Smith, Congresswoman Dwyer, Congressman Langen, and the 
chairman. 

The subcommittee has a letter from the Department of Agriculture 
dated August 22, 1958, in response to an inquiry on July 26, 1958, con- 
cerning policy of the CCC with respect to the direct sale or transfer of 
commodities by CCC to the U.S. Armed Forces and resale of COC 
commodities to the armed services by private firms. 

If there is no objection, I think it would be appropriate at this 
time to insert our letter and the Department’s reply in the record. 

(The documents referred are as follows :) 


JuLy 26, 1958. 
Mr. WALTER C. BERGER, 
Administrator, Commodity Stabilization Service, 
Department of Agriculture, Washington, D.C. 


Dear Mr. BerGer: The Intergovernmental Relations Subcommittee is inter- 
ested in ascertaining whether commercial firms may have been buying agricul- 
tural commodities from the Commodity Credit Corporation and reselling such 
commodities to U.S. Armed Forces. The subcommittee is particularly inter- 
ested in determining whether commodities which have been sold at export prices 
or subsidized for export by the CCC have been resold to the Armed Forces or to 
other U.S. Government agencies on the basis of the domestic price. 
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It would be appreciated, therefore, if you will advise the subcommittee whether 
the CCC has any policy with respect to direct transfer or sale of commodities 
to the U.S. Armed Forces and, if so, describe such policy and furnish copies of 


the regulations expressing it. It would be further appreciated if you will advise 

m_ Under applicable CCC policies and procedures it is permissible for com- 
modities purchased from or subsidized by CCC to be resold to other U.S. 
Government agencies, outlining the restrictions, if any, on such resales, 

2. It would be permissible under CCC’s present regulations for commodi- 
ties purchased from or subsidized by CCC at the export price to be resold 
to other U.S. Government agencies on the basis of the domestic price and, 
if so, whether such transactions have occurred or, in the opinion of CCC may 
have occurred, giving reasons for such opinion, 

3, Oversea shipment of a commodity for use by the U.S. armed services 
would satisfy CCC export requirements. 

The subcommittee is particularly interested at the present time in obtaining 
information concerning proof of export furnished to the Commodity Credit Cor- 
poration by the Converted Rice Corp. on its purchases of CCC rice for export 
since January 1, 1956. Mr. Pauli of your office advised me, after contacting the 
Dallas commodity office, that this would not appear to present too great a prob- 
lem. The subcommittee would like information concerning amounts of CCC rice 
obtained by Converted Rice for export since January 1956, the approximate prices 
paid, the date and amount of each shipment, the vessel on which shipped and 
the destination of each shipment, together with the nature of documents fur- 
nished as proof of export. It might be advisable for CCC to have these docu- 
ments, if they are not too bulky, sent to Washington from Dallas so that they 
would be readily available in the event further information is necessary. 

I would appreciate it if the member of your staff who is assigned this project 
will call me upon receipt of this letter so that I may answer any questions con- 
cerning the information desired and discuss the time when the information can 
be furnished. 

Sincerely, 

JAMES R. NAUGHTON, 
Counsel, Interqgovernmental Relations Subcommittee. 


AvGcusT 22, 1958. 
Mr. JAMES R. NAUGHTON, 
Counsel, Intergovernmental Relations Subcommittee, House Office Building, 
Washington, D.C. 

Deak Mr. NAUGHTON: This acknowledges your letter of July 26, 1958, regard- 
ing (1) policy of CCC with respect to direct sale or transfer of commodities 
to the U.S. armed services, (2) resale of commodities purchased from CCC to 
the armed services, and (3) documentary proof of exportation of rice purchased 
from CCC by the Converted Rice Corp. 

(1) Commodities which Commodity Credit Corporation acquires under its 
supply and foreign purchase program, upon request and for and on behalf of 
another Government agency, is transferred to such agency at a price which 
fully reimburses CCC for all of its costs incurred in connection therewith. This 
program is described on page 340 of the budget of the United States, 1959. 

Commodities which the Corporation acquires under its price support program 
are available for transfer to other Government agencies. However, in general, 
Commodity Credit Corporation prefers that all Government agencies procure 
their normal requirements of a price-supported commodity from regular com- 
mercial domestic stocks since Government procurement by such agencies consti- 
tutes a normal outlet for such commodity which would reduce the quantity of 
such commodity moving to CCC under the price support program. Preference 
ls given by CCC to sales for unrestricted commercial outlets and uses which 
would give the corporation the greatest return consistent with effective dis- 
position of stocks of price-supported commodities and the objectives of the 
Corporation under its price support program. Transfers of price support com- 
modities to other Government agencies for their use may be made where the 
transfer and the price appear to be in the best interest of the CCC. For example, 
the interests of CCC would not be served by a transfer of butter to the Army 
to meet its normal domestic requirements, since such a transaction would merely 
result in an equal or greater quantity being taken over by CCC under its price 
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support program. Commodity Credit Corporation has, however, in the Dast 
(prior to the enactment of section 204(d) of Public Law 690, 83d Cong.) , by 
special agreement, transferred butter to the Army to replace its purchagesg of 
margarine, the transfer being made at prices commensurate with that which 
the Army was paying for margarine and, therefore, constituted an additiong) 
outlet for CCC surplus butter which would not otherwise have been filled from 
any source. 

Similarly, Commodity Credit Corporation sells dairy products to the Army 
to meets its oversea requirements. Exhibit A, a memorandum of July 9 
1956, from the Vice President, CCC, to the Quartermaster General, Department 
of the Army, relates to furnishing dairy products to the Quartermaster General 
Department of the Army. Pursuant to this agreement, CCC sells dairy products 
to the Quartermaster Corps to meet normal oversea requirements of military 
agencies on the basis of prices determined by CCC to be the most recent pre. 
vailing prices at which CCC has sold such products to cominercial exporters for 
export for unrestricted use. Prior to such agreement, the military had beep 

. purchasing dairy products abroad to meet oversea requirements. Thus, the 
export sales price represents the best price obtainable if this outlet were to he 
filled. 

Where Commodity Credit Corporation offers commodities from its stocks for 
sale for export at prices below the domestic market price in order to meet 
competitive world prices, it would appear generally to be in the interest of cc¢ 
to make the same commodities available to other Government agencies for 
export, provided the net price returns to CCC are not below those from its 
commercial export sales. If the commodity so offered by CCC is not in the 
form or package desired by Government agencies, that agency would be put to 
the additional cost of reprocessing and packaging the commodity. In this eop. 
nection, it may be noted that CCC’s price support inventories are usually not 
in the processed form or packaging desired by other agencies. This is a factor 
which other Government agencies would necessarily take into account in 
assessing the desirability of fulfilling their requirements from CCC’s stocks. 

Commodity Credit Corporation welcomes any transfer to other Government 
agencies which may prove mutually advantageous. 

(2)(a) A firm buying commodities from CCC under an export sales program 
is held responsible for furnishing CCC satisfactory proof of exportation. In 
event of failure to present such proof that exportation was accomplished within 
the specified time allowed in the contract, price adjustment provisions in the 
eontract are applied which in effect increase the cost of the commodity to CCC's 
domestic sales price. If the buyer paid CCC its domestic sales price (and most 
domestic sales are made by CCC at 105 percent of the current support price 
plus reasonable carrying charges, or the domestic market price, whichever is 
higher) no proof of export is required and any resale on the part of the buyer 
would not be a matter of record in CCC. 

If a firm bought from CCC at export prices and sold to another Government 
agency for domestic use, the firm would not be able to furnish satisfactory proof 
of export, unless the firm caused exportation of a commodity of the same kind 
and of comparable value or quantity under a program where this was permitted 
If the commercial purchaser from CCC sold the commodity to a Government 
agency which then exported the commodity and furnished the commercial firm 
with documentary proof of exportation which satisfied its contract with CCC, 
such firm could comply with the export requirements of such contract by for- 
warding to CCC such documentary proof of export. In any case where CCC has 
announced the availability for sale at a reduced price for export of a commodity 
from its stocks of a kind, grade, and quality which is desired by another Govern- 
ment agency for export, it appears to us that it would be very unlikely such 
other Government agency would purchase the commodity in commercial trade 
channels at a price higher than the CCC export sales price plus any costs of 
processing, packaging, transportation and handling necessary to put the com- 
moditv in the form, type of package, and location desired by the purchasing 
agency. 

If a commercial firm which has purchased a commodity from CCC for export 
thereafter exports the commodity and sells it overseas to a U.S. Government 
agency, the export requirements of the firm’s contract with CCC would be met 
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furnishing documentary proof of the actual exportation, and the contract 


by h OCC would not be affected by the sale made to the Government agency 


wit 
ono malee at “reduced export” prices simply put the prices in line with the 

mpetitive oversea world market prices. The purchases made by U.S. fa- 
“ilities in oversea markets are not limited to commodities of U.S. origin. It 
ae therefore not be expected that a seller abroad could secure the U.S. do- 
mestic market price for his community if such prices were above the world 
may) As @ general matter, in the case of CCC export subsidy progranis, CCC 
does not pay an export subsidy on a commodity sold by commercial firm to 
another Government agency for export. However, CCC does make cash sub- 
sidy payments to commercial exporters on sales for export ot flour and cotton 
textiles to the Army and Air Force Exchange Service and similar organizations. 
It is our understanding that the Exchange Service operates with nonappropri- 
ated funds and is not restricted in its purchases to commodities produced in the 
United States, and if unable to buy American commodities at the world price 
would purchase its supplies from foreign sources. The payment of the subsidy 
therefore encourages the exportation of surplus wheat and cotton stocks in the 
form of flour and textiles. Exhibit Bb, attached, contains provisions of the flour 
export program and of the cotton products export program (OR-346, amend- 
ments 1 and 2 and CN—EX-3, revision 1). Sections 483.207 and 483.231(c) of 
the flour export program and section 482.2(a) of the cotton products export pro- 
gram are pertinent to sales of this type. 

(3) Regarding your inquiry concerning the Converted Rice Corp., we have 
received some information on 1957 and 1958 sales but nothing on 1956 sales. 
We will communicate with you on this inquiry shortly, as soon as further in- 
formation is received from the Dall2zs commodity office. In the meantime, we 
are forwarding information received on 1957 and 1958 sales. 

Respectfully yours, 
CLARENCE L. MILLER, 
Associate Administrator. 


(The exhibits referred to are in the subcommittee files.) 

Mr. Founrarn. I also have some questions which may duplicate 
to some extent information in the letter, but 1 think they will be 
helpful and the answers thereto will be helpful in clarifying the 
Department’s position. 

I am not sure just who is the appropriate person to answer this 
question. However, I think I should say at this point that we have 
with us this morning Mr. John Dean, Deputy Sales Manager, of 
the Commodity Stabilization Service; Mr. Don S. Anderson, Di- 
rector of Livestock and Dairy Division, CSS; Mr. Harry B. Wirin, 
Fiscal Division, Commodity Stabilization Service: and Mr. George 
Cooper, Office of the General Counsel. 

Mr. Walter ©. Berger, the Administrator of the Commodity 
Stabilization Service and Executive Vice President of the Commodi- 
ty Credit Corporation will be in just. a little later. 

Are there any others here other than those whose names I called ¢ 

(No response. ) 

Mr. Founrary. Which of you gentlemen would be the appropriate 
person to answer some preliminary questions with respect to CCC 
policy? You, Mr. Dean ? 

Mr. Dean. Yes, sir: I can. 

Mr. Founrarn. Will you state for the record, Mr. Dean, your 
position in the Department—and before doing that, will you raise 
your right hand. 
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TESTIMONY OF JOHN H. DEAN, DEPUTY SALES MANAGER, 
COMMODITY STABILIZATION SERVICE 


(Having been duly sworn.) 

Mr. Founrarn. Will you identify yourself for the record? 

Mr. Dean. My name is John H. Dean, Deputy General Sag 
Manager. : 

Mr. Founraty. How long have you been with the Department, My. 
Dean. 

Mr. Dean. I have been with the Department since 1932. 

Mr. Founrarn. You are almost an institution down there, arp 
you not? 

Is it CCC policy, where it has commodities in stock which haye 
been procured by the U.S. Armed Forces for oversea use, to make 
these commodities available through direct transfer to the military 
services wherever requested by them? , 

Mr. Dean. I would like to get into the record, Mr. Fountain, q 
résumé of what we have done with the Department of Defense and 
also insert in the record at the final point a memorandum of under. 
standing which we are now operating between CCC and the De. 
partment of Defense. 

Mr. Founrarn. It may be that we will have some questions that 
will enable you to do so. But if you will try to answer each specific 
question and then any explanation you want to give relative thereto, 
we would be glad to have it. 

Mr. Dean. In the memorandum of understanding where the policy 
is definitely laid out this is our policy: CCC under its price support 
program from time to time acquires agricultural commodities which 
regular domestic and export market outlets cannot absorb at prices 
reflecting price support levels. The military domestic and oversea 
requirements for agricultural commodities and products thereof con- 
stitute an important segment of the regular domestic and export out- 
lets for the U.S. production and therefore, to the maximum extent 
practicable, procurement to fill such military requirements should be 
made in competitive trade markets in order that such buying may 
have a stimulating price effect, reduce the surplus quantity which 
would otherwise move into CCC’s price support inventories, and 
minimize the overall cost to the Government. 

There will exist, however, from time to time, occasions when it 
would be in the interest of either the military or CCC, and the overall 
interest of the Government, for the military to accept transfer from 
CCC price-support inventories rather than to purchase in open mar- 
ket. Such occasions will arise for reasons such as need for stock ro- 
tation, avoidance of CCC inventory losses, and area or other temporary 
commercial shortages giving rise to inflated or speculative market 
prices. To this end the military will make procurement from CCC 
when, (1) CCC determines that transfer from its stocks will serve 
its purpose better than for the military to effect a purchase upon 
the open market; and, (2) the military determines that the commodi- 
ties offered by CCC meet acceptable specifications and are not priced 
in excess of fair market prices. To effect. this policy, the following 
procedure is established—and this memorandum of understanding 
was signed on the 6th day of January 1959, by the Quartermaster 
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General, Department of the Army, and by Mr. Clarence D. Palmby, 
Acting Vice President of CCC. 

[ would like to pass some copies of this around. 

Mr. Fountain. In other words, this policy of understanding was 
entered into after our October hearing ? 

Mr. Dean. Correct, sir. And I would like to say this, Mr. Foun- 
tain: In the beginning, after the cheese discussions and these questions 
were raised, on September 30 we arranged for a meeting with the 
Office of the General Counsel of the Department of Defense. 

Mr. Founratn. 1958 4 

Mr. Dean. Right, sir. After we got back from this meeting we 

repared an internal memorandum to apprise all of our people of the 
problems that were involved, so that our people on up the line would 
recognize the three problems that we needed to clear up. 

This memorandum—and I think to complete the history I would 
like to pass some of these copies around. 

Mr. Founvratn. If there is no objection, both the memorandum of 
understanding and the letter of the Department of Agriculture, dated 
October 7, addressed to the Administrator from the Deputy General 
Sales Manager, entitled “Sale and Resale by American Exporters 
of CCC Commodities to the Department of Defense,’ will become a 
part of the record. 

(The documents referred to are as follows:) 


DEPARTMENT OF AGRICULTURE, 
CoMMopITy STABILIZATION SERVICE, 
Washington, D.C., October 7, 1958. 


To: The Administrator. 

From: Deputy General Sales Manager. 

Subject: Sale and resale by American exporters of CCC commodities to the 
Department of Defense. 


The subeommittee of the Committee on Intergovernmental Operations has 
been inquiring into certain Department of Defense transactions involving resale 
by American exporters or brokers to the Department of Defense of commodities 
purchased from CCC allegedly without passing on to the Department of Defense 
the benefit of CCC’s lower export price. 

On Tuesday, September 30, 1958, representatives from the Office of the General 
Sales Manager, Office of the General Counsel, CSS Grain Division and Livestock 
and Dairy Division, attended a meeting in the office of Mr. Shannahan of the 
Office of the General Counsel, Department of Defense, to discuss this problem. 

After a general discussion of the whole matter, it was evident that the prob- 
lem resolved itself into three categories: 

1. Sales of recombined fluid milk to the Army, Air Force, and Navy 
establishments overseas, the recombined milk having as its component 
parts CCC surplus dry milk solids and butterfat purchased at reduced prices 
and exported by the American purchaser ; 

2. The sale by CCC of surplus commodities to an American exporter or 
broker, same being resold to the Army, Air Force, or Navy in this country 
and exported by either one or all of the several services; and 

3. Sales of CCC surplus commodities by CCC direct to the service branches 
of the Department of Defense. 

We made our position very plain with respect to the sale of CCC’s dry milk 
solids and butterfat for purposes falling in No. 1, above; CCC was not in a 
position to police the end use or resale of its products overseas when the pur- 
chaser from CCC exported same and complied fully with the export requirements 
and documentation called for by our sales announcements. 

The Department of Defense recognized our position and indicated that it 
appeared to them that the solution to the problem was wholly within their own 
jurisdiction by basing the contract price for the purchase of fluid milk on 
CCC’s export price of the component parts. They stated they would explore 
this solution with the three branches of the Defense Department, and if agree- 
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able would immediately take steps to possibly renegotiate present contracts 
and enter into a cost analysis and price evaluation on any future contracts 
The Defense Dapartment indicated that some of their present recombining milk 
contracts have a warranty clause to the effect that none of the component parts 
received the benefit of CCC’s subsidized price, but they were unable, in the light 
of some of the allegations made by the counsel for the subcommittee, to state 
whether this warranty was effective. 

As regards category No. 2, we informed the Department of Defense that 
CCC’s present export sales announcements, with the exception of LD-26, sale 
of dairy products for export, provided for an American purchaser to submit to 
the appropriate CSS Commodity Office an on-board-ship bill of lading or such 
additional proof of export as determined by CCC. Dairy announcement LD-26 
provides that the purchaser furnish pertinent ocean bills of lading, or in lieu 
thereof or in addition thereto, other proof of export satisfactory to CCQ. The 
contingencies of resale to other Government agencies was envisioned when the 
present announcements were drafted providing for an onboard bill of lading. 
The Department of Defense in their direct export operations never issue a con. 
mercial onboard bill of lading and therefore, we were of the opinion that re 
sales to the Department of Defense could not take place. Unfortunately, not 
long ago the Portland commodity office was given authority to accept other than 
a Lommercial onboard bill of lading and did accept a certificate of export issued 
by an official of one of the Army ports of embarkation. We understand that 
as provided in dairy announcement LD-26 the Cincinnati CSS commodity office 
has accepted proof of export other than commercial onboard bills of lading. 
This makes it self-evident that commodities purchased from CCC at the export 
price have been resold to the Army but whether or not the benefit of the sub- 
sidized price was passed on to the Army we do not know. We committed our- 
selves to the Department of Defense at this meeting to stop this type of sale. 
It will be necessary to strengthen the language in our sales announcements by 
an affirmative prohibition of resale to any Government agency, also to include 
this prohibition in our monthly sales list and issue a press release to this effect 
as soon as our sales announcements can be amended. 

Regarding category No. 3, arrangements are now being made to hold a monthly 
\\meeting with interested officials of the Department of Defense for a complete 

exchange of information on CCC’s inventory holdings, requirements of the De 
partment of Defense, and the pricing of such commodities. This office ree- 
ognizes that there are certain pricing policies which must be clarified and we 
are actively working on that phase of the problem. 

There is another meeting scheduled to be held in this office Wednesday, 
October 8, with officials from the Department of Defense and interested persons 
in CSS to finalize action taken or to be taken by the Army and by CSS. 


JoHN H. DEAN. 


MEMORANDUM OF UNDERSTANDING 


This memorandum of understanding between the Quartermaster General, 
Department of the Army, acting for the Department of Defense, the Coast Guard 
and the United States Merchant Marine Academy (hereinafter referred to as 
military) and the Commodity Credit Corporation (hereinafter referred to as 
CCC) sets forth policies and procedures which will be followed in the trans- 
fer to the military of food commodities acquired by CCC under its price sup- 
port programs. This memorandum supersedes all previous agreements entered 
into between the Department of Defense, its predecessor agencies, and CCC, 
relating to Armed Forces precurement of subsistence items from CCC inventory, 
except the separate agreement entered into on dairy products between the 
Department of Defense and CCC pursuant to section 202, Public Law 690, 88d 
Congress, as amended. 

POLICY 


The CCC under its price support program, from time to time, acquires agri- 
cultural commodities which regular domestic and export market outlets cannot 
absorb at prices reflecting price support levels. CCC, generally, is not in a po 
sition to dispose of such surplus commodities except at prices, in outlets, 
or for restricted uses, which will not disrupt the price support program. The 
military domestic and oversea requirements for agricultural commodities and 
products thereof constitute an important segment of the regular domestic and 
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export outlets for U.S. production and, therefore, to the maximum extent prac- 
ticable, procurement to fill such military requirements should be made in com- 
titive trade markets in order that such buying may have a stimulating price 
effect, reduce the surplus quantity which would otherwise move into CCC’s price 
support inventories, and minimize the overall cost to the Government. j 
There will exist, however, from time to time, occasions when it would be in 
the interest of either the military or CCC, or in the overall interest of the 
Government, for the military to accept transfer from COC price support inven- 
tories rather than to purchase in the open market. Such occasions will arise 
for reasons such as need for stock rotation, or avoidance of CCC inventory 
losses, and area or other temporary commercial short ages giving rise to inflated 
or speculative market prices. To this end the military will make procurement 
from CCC when— ¢ ‘ : 
(1) CCC determines that transfer from its stocks will serve its purposes 
better than for the military to effect a purchase upon the open market, and 
(2) The military determines that the commodities offered by CCC meet 
acceptable specifications and are not priced in excess of fair market prices. 
To effect this policy, the following procedure is established. 


PROCEDURE 


I. With respect to all CCC price-support commodities 


ccc will furnish copies of monthly listings of CCC-owned commodities to 
headquarters, Military Subsistence Supply Agency (hereinafter referred to as 
MSSA), and any military subsistence market centers designated by head- 
quarters, MSSA. Further, at such times as CCC may deem desirable, CCC will 
pring to the attention of MSSA any items in such listings or otherwise in CCC’s 
inventories which it believes appropriate for transfer. 

II. Commodities other than dairy producis 

The market center making the purchase of at least a carlot quantity of those 
commodities appearing in the monthly lists, particularly those specially noted 
by CCC as available for transfer, will request in writing an f.o.b. destination 
offer from CCC. The request will be addressed to Office Deputy Administrator, 
Price Support, Commodity Stabilization Service, room 850W, Administration 
Building, U.S. Department of Agriculture, Washington 25, D.C. 

1. Requests for offers will state— 

(a) Commodity and quantity desired. 

(b) Applicable specification. 

(c) Packaging and packing requirements. 

(d) Required delivery dates. 

(e) Grade and crop year. 

(f) Destination. 

CCC will not disclose the above information to unauthorized persons. 

2. Offers from CCC will state the price f.o.b. destination and will name the 
CSS commodity office which will administer the contract on bebalf of CCC. 
If CCC is unable to meet the terms of the request, an alternate offer may be 
made to the contracting officer, with an information copy to headquarters, 
MSSA. If CCC cannot or does not desire to make an offer, it will so advise. 

3. Contract will be made with the CCC in Washington if the offer meets 
MSSA specifications and requirements and the price is no higher than it is 
estimated would be paid if the commodity were purchased from commercial 
sources. If the CCC offer is considered too high, an attempt will be made to 
negotiate a lower price. 

4. If the CCC informs the market center that no offer will be submitted, or 
if agreement cannot be reached, the procurement will proceed from commercial 
sources in the usual manner. If it is found that offers from commercial sources 
will result in a higher cost than acceptance of the CCC offer, negotiations will 
be reopened with CCC. 

5. CCC-owned commodities are usually in bulk or in 100-pound net per bag. 
Where practicable, CCC will arrange for other special types of packaging re- 
quested by the market center. If 100 pounds per bag is required, the request 
and resulting contract will specify ; 10.4-ounce or heavier, 100 pound jute, 36-inch, 
A or B quality. 

6. The following provision will be made a part of all contracts between 
MSSA and CCC for bagged commodities : 
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“An official weighmaster’s certificate based on origin weights shal] accom. 
pany each shipment and a copy shall be attached to the Commodity Credit 
Corporation invoice. CCC invoice shall be for the number of pounds shown on 
the official weighmaster’s certificate. Quantity receipted for by receiving Officer 
at destination shall be the same quantity less damage in transit, except where g 
different quantity is actually received. In either event receiving officer wi} 
prepare O.S. & D. report and attach to receiving report submitted to paying offiee 
Over- or short-shipment adjustment is to be requested in instances where num. 
ber of bags unloaded differs from number shown on documents accompanying 
shipment, in which case receiving officer shall include bag tally with O.S. & 9. 
report, or include official weighmaster’s certificate, in instances where origin 
and destination bag counts are identical but quantity received is different 
from quantity shipped. Paying office upon receipt will forward O.S. & D. pe. 
port, accompanied by bag tally or weighmaster’s certificate if applicable to 
Commodity Stabilization Service commodity office and request invoice adjust- 
ment.” 

7. Contacts with regard to delivery and payment will be made with the (gg 
commodity office. Contacts regarding any amendment to the contract terms 
will be made with CCC, Washington. 

Ill. Dairy products 

A. Donations.—Donations will be made in accordance with agreements en- 
tered into between the Quartermaster General, acting for the Department of 
Defense, the Coast Guard and the U.S. Merchant Marine Academy and the Com- 
modity Credit Corporation. The most recent agreement is dated October 3], 
1958, and may be superseded by later agreements. 

B. Sales.—CCC will upon request of MSSA transfer butter, cheese and nop- 
fat dry milk solids 

(1) To meet oversea requirements of the military which would otherwise 
be authorized for procurement from offshore sources. Such transfers wil] 
be at the prices at which CCC offers such products for sale to commercial 
exporters for export. 

(2) To meet other requirements of the military where price quotations 
obtained by MSSA in the domestic market substantially exceed that price 
which reflects CCC’s current support price or, where CCC has in inventory 
a dairy product of the specification desired by the military which is unob- 
tainable in the domestic market. Such transfers will be at fair market 
prices as determined by CCC. 

C. Procedure for acquisition of dairy produces under A and B above.—(1) 
After informal consultation with CSS commodity officers, market center for- 
wards formal request to Livestock and Dairy Division, CSS, Washington, indi- 
cating commodity, quantity, location, and price (if applicable) of dairy products 
to be transferred. 

(2) Livestock and Dairy Division will advise market center upon acceptance 
of request for transfer of dairy products. The request by market center and 
the acceptance of such request by Livestock and Dairy Division, CSS, Wash- 
ington, constitutes a contract. 

IV. This agreement shall be effective as of the 6th day of January 1959. 

CLARENCE TD). PALMRY. 
Acting Executive Vice President Commodity Credit Corporation, 
A. T. MCNAMARA, 
Quartermaster General Department of Army. 


Mr. Dean. There are three items in this particular memorandum 
that. we knew were problems. The first problem, No. 1, sales of re- 
combined fluid milk to the Army, Air Force and Navy Establishments 
overseas, the recombined milk having as its component parts CCC 
surplus dry milk solids and butterfat purchased at reduced prices 
and exported by the American purchaser. That was one problem. 

No. 2, the sale by CCC of surplus commodities to an American ex- 
porter or broker, being resold to the Army, Air Force or Navy in this 
country and exported by either one or all of the general services: and, 
No. 3, sales of CCC surplus commodities by CCC direct to the service 
branches of the Department of Defense. 
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Now, this particular memorandum was written from the standpoint 
of outlining these problems after this disenssion on September 30. 

The next step, on October 8, we arranged for another meeting with 
Department of Defense people and after that meeting on October 8, 
articularly talking about sales to or transfers to the military, we pre- 
ared a letter which indicated the policy that CCC was about to adopt 
or was considering adopting. 

This letter went out on October 14 to Mr. O’Hara, Office of the 
General Counsel, Office of the Quartermaster General of the U.S. 


Army. . bei | | 
Mr. Founrarn. If there is no objection, this letter will become a 
part of the record. . | 
(The document referred to is as follows :) 


DEPARTMENT OF AGRICULTURE, 
COMMODITY STABILIZATION SERVICE, 
Washington, D.C., October 14, 1958. 
Mr. THoMas J. O'HARA, 
Office of the General Counsel, 
Ofice of the Quartermaster General, U.S. Army, 
Washington, DC. 

Deak Mr. O'HARA: On September 30 and again on October 8, 1958, representa- 
tives of the Department of Defense and Agriculture met to discuss mutual prob- 
lems relating to the sale of commodities by CCC and the purchase of the same or 
similar commodities by the Army Quartermaster. 

In order to implement the understandings reached during these discussions, 
the CCC has adopted, or will adopt, the following policies and procedures which 
relate to those cases where CCC sells surpius commodities to a U.S. exporter, 
with the possibility of the same commodity being purchased and exported by one 
of the military services. 

It is CCC’s policy not to sell commodities to a U.S. exporter at a subsidized 
export price, or to make export subsidy payments on commodities, when one of 
the military services is to be the ultimate purchaser and exporter. We under- 
stand in this type of transaction that it is the policy of Defense to purchase at 
U.S. domestic market prices. 

At the present time CCC’s export sales announcements, with the exception 
of “LD-26 Sale of Dairy Products for Export,” provide for a U.S. exporter to sub- 
mit as proof of export (1) in the case of export by water, an on-board ship bill 
of lading, or (2) in the case of export by rail or truck, an authenticated shipper’s 
export declaration, and (3) such additional proof of exportation required by 
OCC. The contingency of resale to military services was envisioned when these 
provisions were included in the sales announcements since these documents are 
not applicable to direct export operations of the military services. The same 
situation prevails on payment-in-kind programs on wheat, feed grains (corn, 
barley, oats, rye and grain sorghums) and cotton and on cash exports subsidy 
programs on wheat flour and cotton textiles. 

Agriculture will take action immediately as follows: 

1. Change proof of export provisions in LD-26, Sales of Dairy Products 
for Export, to correspond with the provisions of other export program 
announcements. 

2. Make no deviations from documentation requirements in these an- 
nouncements. CCC commodity offices have been so instructed. 

3. Notify the trade in the monthly sales list announcement for November 
and subsequent months, as well as other appropriate information media, that 
deliveries to the military services in this country do not constitute exporta- 
tion under export program announcements and that export documents other 
than those specifically provided for will not be accepted. 

In order effectively to implement this policy and to make it clear to all con- 
cerned, it is suggested that Defense take the following steps: 

1. Include in its purchase contracts a warranty to the effect that the 
commodity supplied under the contract was not purchased from, or sub- 
sidized by CCC either directly or indirectly. 
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2. That transportation officers discontinue issuing certificates of 


: ; ; ex 
to suppliers unless such certificates are required for other purposes: ane 
obtain an export freight rate or to obtain a drawback. If it is necessary tp 


issue certificates of export, qualifying language should be included On the 
certificate that it shall not be used for the purpose of obtaining 9 dipao 
or indirect subsidy from CCC. ’ 
We would appreciate your comments and early reply to these proposals, 
Very truly yours, 
JOHN H. Dray, 
Deputy General Sales Manager 


Mr. Dean. As a result of our letter of October 14 we received back 
from Mr. O’Hara a letter dated November 25 which stated the policy 
that the Defense Department or Office of the Quartermaster Genep| 
would follow. 

I would like for these to be accompanied with the record. 

Mr. Fountarn. If there is no objection, this will become a part of 
the record. The letter addressed to Mr. John H. Dean, signed by 
Mr. Thomas J. O’Hara, Office of the General Counsel, dated Noven,. 
ber 25, 1958. 

(The document referred to is as follows :) 


HEADQUARTERS, 
DEPARTMENT OF THE ARMY, 
OFFICE OF THE QUARTERMASTER GENERAL, 
Washington, D.C., November 25, 1958. 
Mr. JoHN H. DEAN, 
Deputy General Sales Manager, 
Commodity Stabilization Service, 
Department of Agriculture, 
Washington, D.C. 

Dear Mr. Dean: In your letter of October 14, 1958, you advised the Depart- 
ment of the Army of the policy and procedures to be adopted by the Commodity 
Credit Corporation in an effort to preclude the possibility that commercial yen- 
dors might realize excessive profits on military purchases for export of the 
types of commodities subsidized by the Department of Agriculture. In order 
to implement Department of Agriculture action, your letter requested Depart- 
ment of the Army comments on the feasibility of including in its purchase 
contracts an appropriate warranty clause, and including certain qualifying 
language on Army export certificates. 

The Department of the Army has taken the action set forth below in con- 
nection with this problem : 

(a) The Military Subsistence Supply Agency has been authorized to include 
in its contracts for items of the type subsidized by the Department of Agricul 
ture the following warranty clause: 


“CONTRACTOR WARRANTY ON PURCHASES FOR EXPORT 


“The contractor warrants that commodities supplied hereunder, or con- 
ponents thereof, were not purchased at reduced prices for export, nor subsidized 
for export by the Department of Agriculture either directly or indirectly, and 
that the deliveries hereunder will not be the basis for any export subsidy bene 
fit from the Department of Agriculture.” 

(b) The Chief of Transportation has instructed Army Transportation Ter- 
minel Commands to include the following statement on all future export 
certificates : 

“This certificate will not be used for the purpose of obtaining a direct or it- 
direct subsidy from CCC.” 

It is hoped that this action will serve effectively to implement the policy and 
procedures of the Department of Agriculture. 

Your continuing cooperation in this matter is appreciated. 

Sincerely yours, 
TrroMaAs J. O'HARA, 
Office of the General Counsel. 
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Mr. Dean. After we received this letter from the Office of the 
Quartermaster General from Mr. O’Hara, then this memorandum of 
understanding after several discussions between our office and the 
Quartermaster General, who brought in some of their MSSA people 
from Chicago to complete the details, we came up with this memoran- 
dum of understanding which was a policy memorandum I mentioned 
first, under which we are coordinating our activities with the De- 

artment of Defense in reference to commodities, surplus commod- 
ities owned by CCC. Dre 

Mr. Founrarn. Then to boil down your answer to my question, is 
the basic answer which is set forth in the memorandum of under- 
standing in those lines under the subheading entitled “Policy” where 
you say that to the maximum extent practicable procurement to fill 
such military requirements should be made in the competitive trade 
markets in order that such buying may have a stimulating price ef- 
fect, reduce surplus quantity which would otherwise move into CCC 
price-support inventories, minimize cost to Government and so forth? 

Mr. Dean. Yes, sir. 

Mr. Founrarn. Then in connection with your dealings with the 
military you are putting into effect the policy which you understand 
Congress intended in connection with the disposition of surplus 
commodities ? 

Mr. Dean. Yes, sir. 

Mr. Founrain. Has the CCC ever refused to make available com- 
modities it has in stock which were requested by the military ¢ 

Mr. Dean. Not to my knowledge, sir. Occasionally we may have 
a request for a certain type or grade or certain type of specification 
that we are not able to meet, but we normally, on any request, we tell 
them what we have, where it is located, how it is packaged if it is 
packaged. 

Mr. Founrary. Now, are you referring to availability through the 
competitive market? Or direct? 

Mr. Dean. Direct from CCC. 

Mr, Founratn. Available direct from CCC ? 

Mr. Dean. Right. 

Mr. Fountain. Does the CCC make available full and complete 
information to the military concerning commodities which it has 
available ? 

Mr. Dean. Yes, sir, each month, Mr. Fountain. 

Mr. Founratn. How is that done? 

Mr. Dran. The last day of each month we put out monthly a sales 
list which lists all commodities in CCC inventory, which contains in- 
formation in reference to both domestic prices and export prices. I 
might also say that once each month we sit down with some people 
who have been officially designated to sit with us each month so that we 
can go over this list and make known to the Defense people what is 
in the list, so that if they have any need for any of these commodities 
we can mutually discuss it at that time. 

Also I would like to call to your attention on page 3, in carrying out 
this policy statement, this memorandum of understanding on page 3, 
next to the last paragraph: 

Prospective buyers for export should note that generally, sales to U.S. Govern- 


ment agencies, with only minor exceptions, will constitute a domestic, unre- 
Stricted use of the commodity. 


64140—67—pt. 2 q 
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That puts the exporters on notice, which is a followup of the mem. 
orandum of understanding. Not only in reference to the Defense 
Department but other Government agencies. 

dood, in addition to this notice, we are following through with the 
memorandum of understanding in each one of the sales contracts, so 
that there would be no misunderstanding there. 

Mr. Fountary. When did you put this procedure into effect ? 

Mr. Dean. This procedure here, this monthly list, Mr. Fountain, 
was put into effect I would say way back in the early : fifties. This has 
been a standard procedure. 

Mr. Fountatn. This has gone out every month ? 

Mr. Dean. Yes,sir. It goes out the last day of each month. 

Mr. Fountarn. To the defense agencies? 

Mr. Dean. To be effective the first day of the following month. 

Mr. Cooper just indicated it is also published in the Federal Reg. 
ister each month. 

Mr. Fountain. Mr. Naughton ? 

Mr. Naueuton. The monthly meetings between Army personnel and 
CCC personnel were not established until fairly recently, were they, 
that you just described ? 

Mr. Dean. I would say it has been within the last 3 or 4 months, 

Mr. Naveuton. It has been since our October hearings ? 

Mr. Dean. That is right. 

Mr. Naveuron. And certain additional safeguards with regard to 
proof of export ‘ 

Mr. Dean. Yes. And I would like to follow through on the memo- 
randum of understanding by using a sample copy of a sales announce- 
ment for export. 

I brought along a sample copy. This is a sales announcement on 
dry edible beans, but the wording is standard in all of our sales con- 
tracts, as a followup on the memor: -andum of understanding. 

Mr. Fountarn. Who was this sent to, Mr. Dean ? 

Mr. Dean. This goes to anyone that wants to buy commodities. 
It is quite a large mailing list. 

Mr. Fountain. So that they will understand your policy ? 

Mr. Dean. Yes, sir. 

Mr. Fountain. When did you begin doing this? 

Mr. Dean. We have been doing this since e July 1955, but in refer- 
ence to this military problem it has been, as Mr. "Naughton indicated, 
since October. 

Mr. Founratn. Since October ? 

Mr. Dean. That is right. The export sales announcements were 
recently brought up to date. 

Now, on page 6, item 11, the heading is “Exportation require- 
ments.” This is only for beans. This w ould be standard language in 
all other contracts. I just brought this asa sample. 


Exportation of beans— 
or substitute any other commodity— 


by or to a U.S. Government agency, footnote 1, shall not qualify as 
exportation for the purposes of this program unless exportation is by or to the 
Army and Air Force Exchange Service or the Panama Canal Company, and an 
authorized official or employee of such agency certifies that such agency has 
received, in its purchase price paid or to be paid for the beans exported, the 
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penefit of the amount by which CCC’s export sales price under the contract is 
pelow the prevailing domestic market price. 

Footnote 1, then defines what we mean by “U.S. Government 
agency.” 

U.S. Government agency means any corporation wholly owned by 
the Federal Government and any department, bureau, administration or other 
unit of the Federal Government, as, for example, the Departments of the Army, 
Navy, and Air Force, International Cooperation Administration, the Army and 
‘Air Force Exchange Service and the Panama Canal Company. Sales of beans 
to foreign buyers, including foreign governments, financed with funds made 
available by a U.S. agency, such as International Cooperation Administration 
or the Export-Import Bank are not sales to a U.S. Government agency provided 
the beans are not for transfer to a U.S. Government agency. 

Then on page 9 item “E” is in reference to the export documentation. 
This spells out in detail the type of export documentation that we 
must have in case it moves via U.S. Government agency: 

If the export shipment is made on a carrier operated by a U.S. Government 
Agency, then in lieu of the bill of lading or shipper’s export declaration pro- 
vided for in subsection (a) and (b) the buyer may submit a certificate issued 
py an authorized official or employee of such agency showing the date of ship- 
ments, the class, grade and number of bags or packages of the beans, the net 
weight, and the export destination ; and the certificate specified in section XI(A) 
or a certification by the buyer that exportation is not by or to a U.S. Govern- 
ment agency. 

At this meeting with the Department of Defense, Mr. Naughton, 
this type of information is discussed. 

So, they, in turn, can discuss it with exporters. 

Mr. Fountain. And these paragraphs have reference to beans? 

Mr. Dean. This is a sample. 

Mr. Founrarn. This is a sample. 

Mr. Dean. This standard language is in every export sales con- 
tract. 

Mr. Founrarn. Every sales contract ? 

Mr. Dean. Yes, sir, which is an outgrowth of the earlier memo- 

. i . . 
randum of understanding that we put in the record. I might say, if 
you just substitute some other commodity for “beans,” this would be 
the standard wording. 

Mr. Founrarn. I think your testimony will show that you have 
that provision with respect to other commodities. 

Mr. Naughton ? 

Mr. Naveuton. Mr. Dean, I notice the language “by or to a U.S. 
Government agency,” is used. If an exporter makes a sale in a foreign 
country to a foreign firm or perhaps to a subsidiary of the exporting 
firm and a subsequent resale is later made to the U.S. Government or 

, eg tee a 
toa Government agency, is this provision considered broad enough to 
cover that? 

Mr. Dean. Well, Mr. Naughton, we sell—let me see if I follow your 
question. 

We sell to an American exporter and we require the American ex- 
porter to give us an on-board ocean bill of lading. Now, it goes across 
the ocean and is sold to Mr. X and Mr. X may have a subsidiary 
concern in Europe to whom he sells—is that your question ? 

We get an export declaration from the American exporter. We 
cannot follow the commodity any farther than that point. The com- 
modity moves on to a foreign importer. 
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Mr. Navueuton. So, if the U.S. exporter sold to a foreign importer 
and the foreign importer subsequently resold to the U.S. Governmen; 
or to the Army over in that country, then your procedures would not 
catch that? 

Mr. Dean. I do not know of any procedure that we have at the 
present time. 

Mr. Cooper. I do not believe our procedures are aimed at that. 

However, that possibility is quite remote because the military as. 
sures us that they buy in this country. ia 

Mr. Fountain. At this point, Mr. Cooper, will you raise your right 
hand and be sworn ? : a 


TESTIMONY OF GEORGE COOPER, OFFICE OF THE GENERAL 
COUNSEL, DEPARTMENT OF AGRICULTURE 


(Having been duly sworn.) 

Mr. Cooper. If the commodity enters the regular channels of trade 
of the foreign country, it, therefore, becomes a part of the mass of 
goods belonging to the foreign country and our objectives have been 
achieved. 

If the military buy abroad, it is because they are buying commodi- 
ties abroad and they would be privileged, then, to pick up this ex- 
ported commodity abroad equally with any other commodity 
produced abroad, and it would be competitive. : 

Mr. Founrary. That is their responsibility— 

Mr. Coorrr. That is their responsibility. 

Mr. Founrarn (continuing). As to how those transactions are 
handled. 

Mr. Cooper. Yes, sir. 

Sut we say “ship by or to.” If it isa predetermined flow, straight 
through, intentionally, that it go to a subsidiary for the very purpose 
of going to the military and this is known to the exporter, then I 
believe our language would cover it. 

Mr. Founrarn. Mr. Dean. 

Mr. Dean. Yes, sir. 

Mr. Fountarn. The language to which you have referred in an- 
nouncement GR-376 dated February 19, which you say is standard 
provision in other announcements with respect to other commodities, 
how long have these announcements been gotten out and how long 
have those two provisions been included in the announcement ? 

Mr. Dean. Since we developed the memorandum of understanding, 
Mr. Fountain, we immediately started to revise our export sales an- 
nouncement. 

I would say it would be in late December, or early January, 1959. 

Mr. Founrarn. In other words, there have been earlier announce- 
ments than the February 19, 1959, one, containing the same provi- 
sions / 

Mr. Dean. Yes, sir. 

Mr. Fountrarn. Have there ever been occasions when CCC has been 
willing to sell to private exporters at prices below those prices quoted 
to the armed services ? 

Mr. Dean. Most of our commodities have been sold on a competitive 
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Mr. Founrarn. What percentage would you say ? 
Mr. Dean. I would say 
Mr. Founrarn. I realize you have to approximate that. 

Mr. Dean. I would say except for dairy products, where they have 
been sold on a fixed price, outside of dairy products I would say 
roughly 85 to 90 percent, all on competitive bids for export. 

We had quite a program change on feed grains in May and July 1, 
when we swung over from a competitive-bid program to a certificate- 
in-kind program, but they still bid for the subsidy on feed grains. _ 

Mr. Foun arn. I was thinking that since the military buy supplies 
needed for oversea use at domestic prices, that there have or may have 
been some cases where the military was quoted the domestic price, while 
4 commercial firm which resold to the military was quoted the lower 
export price. im 

Mr. Dean. We knew on some competitive export sales that we made 
to American exporters at the subsidized price were in turn sold to the 
military, and in some cases were sold against a purchase authorization 
issued by ICA, before we put the new procedure into effect. 

From the facts and figures that I have, I am not so sure in most of 
the cases whether there is any so-called windfall involved or not. 

Mr. Fountain. Where CCC sells or subsidized commodities for ex- 
port, what precautions are taken to insure that the commodities are 
not sold, resold to the military for overseas use, on the basis of the 
domestic price / 

Mr. Dean. What precautions do we take ? 

Mr. Fountain. Yes. 

Mr. Dean. The precautions we take are contained in this export 
sales announcement, Mr. Fountain. 

Mr. Fountain. I see. 

You had no such precautions prior to that announcement ? 

Mr. Dean. No, sir. 

Because we sold to an American exporter and required him to give 
us—either him or someone else to give us an onboard bill of lading. 

Mr. Fountarn. Have you had this memorandum of understanding 
and these other documents in effect long enough to be able to ascertain 
the extent to which they are helpful ? 

Mr. Dean. I think they are very helpful, Mr. Fountain; yes, sir. 

I think they are helpful not only to us, but to other people, too. 

Mr. Founrarn. At our October 1958 hearing testimony presented 
for our record indicated that the military services have purchased very 
large quantities of commodities sold or subsidized by CCC for oversea 
use on the basis of the domestic prices. 

At the same time, CCC was selling these same commodities to com- 
mercial firms for export at much lower prices; that is true, is it not ? 

Mr. Dean. Yes, sir. 

Mr. Founrarn. For example, is it also true that during the years— 
during the fiscal years 1956 through 1958 Defense Department esti- 
mates that—it would depend upon your knowledge of their estimate— 
the services bought 32 million pounds of butter for 62 cents a pound, 


totaling $19,840,000, while CCC was selling butter for 39 cents; that is 
true, is it not ? 
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Mr. Dean. I would say—I cannot answer for what the Army bought 
but our export sales price at that time was 39 cents a pound fas 
USS. port. 

Mr. Founratn. Mr. Naughton ? 

Mr. Navueuton. I might say the tables furnished to us by the Arm 
which gives this information appear on page 351 of the committee's 
previously published hearings on the investigation of the Commodity 
Credit Corporation. 

We have copies here. 

Mr. Founrarn. I believe it is also true, and you can confirm or 
straighten the committee out, if it is not, that the services bought 265 
million pounds of flour for oversea use at the prices which did not 
reflect the CCC export subsidy of about 114 to 2 cents per pound, 

Mr. Dean. [have no knowledge of that. 

Mr. Fountarn. Anyone else from the Department ? 

Do we have any information on that from the services? 

Mr. Navucuton. Yes. 

The Defense Department reported purchasing 265,492,600 pounds 
of flour at a total cost of $14,775,814—an average price per pound of 
5.6 cents. 

I understand that this is approximately the domestic price of flour, 

Mr. Founrary. And similar situations occurred on cheese, dry milk 
and other commodities, is that right ? 

Mr. Naventon. Yes, sir. Some 4 million pounds of cheese was 
purchased at an average price per pound of 39 cents per pound, while 
the CCC sales price, I understand was around 22 cents. 

These commodities, incidentally, were all purchased by the Defense 
Department for use overseas. 

Six million pounds of non-fat dry milk were purchased at an 
average price of 19 cents while the average CCC’s export sales price 
was around 10 cents. 

Mr. Fountain. For the record, where is that information con- 
tained ? 

Mr. Navenrton. It is on page 351 of our hearing on investigation 
of the Commodity Credit Corporation. 

Mr. Fountarn. Mr. Dean, if private firms have bought from CCC 
or obtained CCC subsidies on the basis of the export price, and resold 
to the military on the basis of the domestic price, what is your opinion 
as to whether or not they have obtained windfall profits? 

Mr. Dean. May I use a case to illustrate that point? 

Mr. Fountarn. You may, sir. 

Mr. Dean. I am in no position to say they made a windfall profit 
or not because I do not know. 

Mr. Founratn. I was comparing the export price with the domestic 
price, of course, assuming that they resold to the military on the basis 
of the domestic price and they obtained the commodities and CCC’ 
subsidies on the basis of the export price. 

Mr. Dran. I have a rice export sale example where it was sold to 
an exporter and who, in turn, sold it to the military. 

Mr. Founrarn. Right at this point before you give us that infor- 
mation, I will ask you this: Do you feel that this policy of under- 
standing and the other information which you are getting out to the 
appropriate persons will prevent that sort of thing from happening! 

Mr. Dean. Yes, it should. 
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Mr. Fountain. All right. Go ahead. 

Mr. Dean. To illustrate this point—and the reason I cannot answer 
the question as to whether there is any windfall involved or not, I 
think this will illustrate it—CCC had rough rice in inventory and we 
were offering this rough rice for sale as export in the form of milled 
rice at reduced prices. On August 28 we sold 15,000 hundredweight 
of rough rice on competitive bids at $3.21 a hundredweight. 

The rough rice was sold to an American exporter. This rice could 
not move in the form of rough, so it had to move in form of milled. 
The purchaser bought this 15,000 hundredweight of rough rice from 
CCC at $3.21 per hundredweight and the mill outturn on a hundred 
pounds of rough rice is about 70 pounds of milled rice. 

So, out of the 15,000 hundredweight the mill outturn was 11,754 
hundredweight. 

This quantity of milled rice which was purchased from us in the 
form of rough rice at $3.21 per hundredweight was sold to the Army 
as they were out on bids to buy milled rice for oversea use. They paid 
$5.85 a hundred for the milled rice. 

I will give you the complete story to determine whether there is 
any profit in this particular transaction or not. 

You take the price of $3.21 for rough, and this was at the country 
warehouse, so you add 17 cents to get the rough rice to the mill. That 
is freight to the mill point, which gives you $3.38 a hundred. 

Now, your cost of milling, including interest and overhead is about 
$1 a hundredweight. 

That is about what we use in CCC when CCC mills. So that makes 
your cost $4.48 at the mill. 

Mr. Fountain. $4.38. 

Mr. Dean. $4.38. I am sorry. 

The byproducts which are the hulls, bran, and polish have a value 
of 20 cents. 

So that would give you—that is $4.38 minus 20—it would be $4.18. 

The $4.18 is the value of 70 pounds of milled rice. We are talking 
about a hundred pounds. So the value for 100 pounds will be $6. 
This is on a milled basis. 

The bags cost 20 cents and the cost to get the milled rice from an 
average mill point is 10 cents f.a.s., that is freight to the port, so you 
come up with $6.20. 

Mr. Fountarn. $6.30, I believe, when you add that. 

Mr. Dean. $6.30. 

Mr. Founrarn. It wassold for how much, $5.21? 

Mr. Dean. $5.85. 

Mr. Founrarn. $5.85. 

Mr. Dean. $5.85. 

Mr. Founrarn. Mr. Naughton. 

Mr. Naventon. What was the domestic price of rice at that time, 
milled rice? 

Mr. Dean. The domestic price of milled rice, I do not have this 
_— grade. It would be, I would say, it would be close to $7 
or $8. 

Mr. Naucuton. So, in this case the exporter did not sell the rice 
back to the armed services at the domestic price? He sold it for 
$5.85 while the domestic price was $8, am I correct ? 
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Mr. Dean. We originally sold the rough rice at reduced prices for 
export. 

Mr. Naveuton. Yes, I understand that. The chairman had asked 
whether it would be a windfall profit if a firm bought from CCC at 
the export price and resold to the armed services on the basis of the 
domestic price. Let us take a more simple example and see if we can 
find out whether you consider it a windfall. Take butter which CCC 
sells or has sold for 39 cents a pound, freight alongside ship, port, 
so there is no freight to be paid. 

If a firm bought butter from CCC for 39 cents and resold that to 
the defense department for 62 cents without having to pay freight 
or other costs, would you consider that a windfall ? : 

Mr. Dean. Do you have those cases, Mr. Naughton ? 

Mr. Navueuron. I think we have one or two of those. 

Mr. Dean. The difference between 39 and 62? 

Mr. Naveuton. Whether we have them or not, if they have oe- 
curred, would you consider it a windfall ? 

Mr. Dean. I would not call it a windfall. I would certainly call 
it an excessive profit. 

Mr. Founratn. Excessive profit, that is what we have in mind, 
We certainly want these folks to get a reasonable profit, so long as 
the Government has this policy. 

Mr. Dean. Sure. But I was interested in this case because it is 
one that we actually checked through. 

Mr. Navauton. We have some military documents accepted as 
proof of export which show that the Carl Ahlers bought butter from 
the Commodity Credit Corporation on April 29, 1957, CCC contract 
No. L.D.D. S. 2359, for the 37.6 cents per pound, and the documents 
accepted as proof of export apparently show that this was resold to 
the military. 

And we have information from the military services indicating 
that the average price they paid for butter was 62 cents per pound. 

Now, further than that, we also have information from the Defense 
Department indicating that they purchased an estimated 32 million 
pounds of butter in 3 years’ time for an average of 62 cents per pound, 
during which time CCC was selling butter for 39 cents per pound and 
we have as yet no definite proof to show that the people who were 
selling to the Army were not buying from CCC. 

Mr. Dean. Mr. Naughton, at Mr. O’Hara’s request, we went to the 
commodity offices and pulled contract by contract to determine the 
facts in these sales. 

I believe we turned—I am not sure whether we turned a copy over 
to you or not, but we certainly turned it over to the military people. 
Our list, the list that I have here does show this Ahlers case that you 
just mentioned. 

So, we will take action, whatever action we need to take. 

Mr. Navcutron. How many more cases have you found? 

Mr. Dean. The only ones that we have here are on this sheet here, 
which includes the Borden case. I believe, Don, you have a copy of 
this. 

Mr. Anperson. No, sir. 

Mr. Dean. There are three Borden contracts on my sheet here, two 
Carl Ahlers, and two additional Borden contracts on milk. 
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Mr. Navenron. Are you satisfied that your investigation has been 
thorough enough that there is no possibility that an ‘additional case 
will not be turned up? 

Mr. Dean. As far as I know, Mr. Naughton. 

Mr. Naventon. How thorough an examination has been made? 

Mr. Dean. Mr. O’Hara sent over to us a list of commodities and 
we took this list of commodities in which they had an interest and it 
went out to all our offices in the field and we asked for a check to be 
made by contracts and that information came back in. 

Mr. Fountain. The check was made in the field of each of the 
contracts ? . 

Mr. Dean. Yes. 

Mr. Founrain. Over what period of time? 

Mr. Dean. Let me see if I can give you the date on that. 

T am not sure I have the date. 

Mr. O’Hara’s letter was under date of October 21, 1958. His letter 
started : 

Accordingly it would be appreciated if your office could furnish us with in- 
formation concerning those commodity sales on which documents furnished as 
proof of export would indicate that the commodities were subsequently resold 
in commerce to the military service for export; if possible, the information 
should include all transactions from fiscal year 1956 to date on the following 
commodities: Soybeans, dry beans, all types, barley, cottonseed oil, rice, flour, 
soybean oil, butter, nonfat dry milk solids and cheese. 

This letter came to us on October 21, and our letter went out 
to our offices in the field on November 26: 

Subject: Request for contract information involved in military documents. 

The following information is requested in order to determine if prices paid 
by the Army quartermaster for commodities purchased in this country reflect 
export subsidies which quartermaster supplier shown on the attached list may 
have obtained fom CCC. 

In the following commodities handled by your office have military certificates 
of export and/or other military documents been submitted by the firms listed 
as proof of export since July 1, 1955? 

Then we list the commodities. 

If such documents were accepted, give full particulars, including the fol- 
lowing: 

(1) Name of the contractor ; 

(2) Commodity ; 

(3) Date of contract; 

(4) Contract number ; 

(5) Price and delivery point; and 
(6) Type of packaging, if any. 

Submit your report on or before December 30, 1958. 

This was the mechanics we used in checking for military docu- 
ments on this list of commodities. 

When that list was compiled it was immediately furnished to the 
Defense Department. I do not know of any other cases, Mr. Naughton. 

Mr. Fountain. You say you contacted each of the field offices. 
How many field offices do you have, Mr. Dean ? 

Mr. Dean. We have seven offices i in the field. This letter went only 
to Evanston, Kansas City, Portland, Dallas, and Cincinnati. 

It did not’ go to New Orleans because we were making no checks 
on cotton. 

a Fountain. Who are the heads of your respective offices in 
the field ? 
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Mr. Dean. In Evanston, Mr. Joe Haspray; in Kansas City, Mr, 
Don Smith; in Portland, Mr. Earl Corey; in Dallas, Mr. C. H. Mose. 
ley; in Cincinnati, Mr. Harley Banks; in Minne: apolis, Mr. James 
Cole; and Mr. Biggs in New Orleans. 

Mr. Founrarn. Mr. Smith, did you want to ask a question in cop- 
nection with this rice transaction ? 

Mr. Smiru. Yes. Before we leave that, I wonder on this example 
that you give where the sale was—how much—$4 ? 

Mr. Dr An. We sold it to the exporter at $3.21 per ewt., Mr. Smith, 

Mr. Smiru. Rough rice. 

Mr. Dean. Rough rice. 

Mr. Smiru. Was that under a stipulation that it was to be ex. 
ported ¢ 

Mr. Dean. It had to be exported as milled rice. 

Mr. Smirn. Then the Army was buying as an exporter? 

Mr. Dean. That is right, they were in the market with a tender, 
what we call a tender, asking for competitive bids. 

Mr. Smiru. The purchaser from you then was not able to sell it at 
domestic price, he had to sell it to an exporter, right? 

Mr. Dean. The Army was buying at the best price they could buy 
for and they paid $5.85 for this particular rice. 

Mr. Sairu. W hat I am getting at is why was the price $5.85 on 
that when the domestic price was $7 or $8? 

Mr. Dean. We originally sold the rice at reduced prices. 

Mr. Founratn. Was that $3.21 a reduced price ? 

Mr. Dean. Yes, sir; that was a reduced price. 

The reason we sold it at a reduced price was the commodity had 
to go for export. 

Mr. Sura. So, in that case the military was considered an export 
buyer ? 

Mr. Dean. Yes, sir. 

Mr. Fountain. How do you account for the fact that with all these 
costs which you added up to $6.30, the military were able to get it 
for $5.85 ? 

Mr. Dean. They were buying on bids and they were buying at the 
cheapest price that they could buy. 

Mr. Smirn. Wasthere a drop in the price about that time? 

Mr. Dean. I do not know, Mr. Smith. 

I would not think so. Because it was the early part of the market- 
ing season. I would not anticipate any drop in price. 

Mr. Surrit. Do you think that is a typical example? 

Mr. Dean. I have two or three others here, I worked this up for my 
own use, to be sure there were not excessive profits. 

Mr. Smrru. In working these up was that all you worked up just 
two or three; did you work up some where you found that. was not the 
result ? 

Mr. Dean. No; I worked up several and I worked up one that Mr. 
Naughton and I have talked about quite a lot which is one of the bad 
ones. 

Mr. Founrarn. But in this particular case, if what you say is true, 
it looks like the firm sold at a loss. 

Mr. Dean. Sometimes they do, Mr. Naughton. 

They take those risks every day. 
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Mr. Fountarn. They had to get rid of it ? . 

Mr. Dean. Sure, and we have an export date, too, in the contract. 

Mr. Fountarn. Of course that is not good for private business ? 

Mr. Dean. No, but they take those risks. 

Mr. Naventon. It could also be that your milling margin that you 
are figuring in allowing these prices is a little large. 

Mr. Dean. No, sir, I would not say that. I know what we pay for 
milling when we go out and get competitive bids. 

Mr. Naveuton. Have you seen the books of the company to ascer- 
tain that they actually did take a loss? 

Mr. Dean. No. 

Mr. Fountain. You are just using this as an example? 

Mr. Dean. These are figures. I have not had access to the books. 

Mr. Naveuton. So that if your milling margins which you have 
computed are correct, then they have taken a loss according to your 
figures? If your milling margins were excessive, then they might still 
have made a profit ? 

Mr. Dean. I do not know whether they made a profit or whether 
they took a loss. I do not know. 

Mr. Naventon. I thought you were telling us that the cost would 
have been $6.31 and they sold for $5.85; that would indicate they took 
a loss. 

Mr. Dean. Maybe they did. 

Mr. Smiru. In connection with this, I am not clear yet. Why is it 
that the military was buying there as an exporter when in the case 
of the cheese that they bought at $0.39, they were buying at the domes- 
tic price, when the export price was 22 cents? Why are they a domes- 
tic purchaser in one case and an export purchaser in the other? 

Mr. Dean. I do not know, Mr. Smith. 

I know we put out monthly the list of what we are willing to sell 
for export at export price. 

Mr. Smiru. Well, then, can you tell me this: Why, in the case of the 
cheese, what policy or what law is being followed in there that caused 
them to have to purchase at 39 cents when you were selling to export- 
ers at 22 cents? 

Mr. Dean. What law? I do not know of any law, Mr. Smith. 

Mr. Smrrn. It just was a policy, then? 

Mr. Dean. We had an export price. 

Mr. Smiru. But you did not permit the military to buy at the ex- 
port price? 

Mr. Dean. They could have. 

Mr. Fountarn. Not directly. 

Mr. Dean. Not directly. 

The policy that we want to follow, Mr. Smith, is for the military 
and other Government agencies to procure from domestic sources. 

Mr. Smirn. Then are you saying that at the time they purchased for 
39 cents on the domestic market they could have purchased from ex- 
porters for a lesser price ? 

Mr. Dean. I would not think so. 

Mr. Naveuron. Mr. Dean, it is true that some of the same people 
who sold butter to the Army also purchased butter for 62 cents, pre- 
sumably, also bought butter from CCC for 39 cents during this same 
period; is it not? 
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Mr. Dean. I do not know, Mr. Naughton. 

Mr. Naueuton. Well, in checking this out, did you make any 
effort to ascertain whether—all you looked at was the contract 
am I right? 

Mr. Dean. That is all we had. 

Mr. Naveuron. So that the only information you would have ag 
to whether these windfalls might have occurred would be if there are 
documents in the files which would show that? 

Mr. Dean. Our documents, were checked and the information We 
came up with was turned over to Mr. O’Hara in the Office of the Quar. 
termaster where he can check the actual contract between the military 
people and the American exporter, which I understand that he is 
doing. We checked our documents, brought up to date all the jn. 
formation we have and in turn supplied it to Mr. O’Hara so that he 
could check their contracts. 

You see, he has a contract. We have a contract to the person that 
we sold it, and in turn, they have contracts. 

Mr. Nauenron. Thank you. 

Now, up until very recently there has been no coordination between 
the two agencies to determine whether the same people who were 
buying from CCC at 39 cents are not reselling to the Defense for 
62 cents. 

Mr. Founrary. I think you covered that earlier. 

Mr. Dean. I attempted to cover that earlier by getting in the record 
what we have done; yes, sir. 

Mr. Fountratn. Have you made an investigation to determine 
whether commodities sold or subsidized by CCC have been used as 
the primary ingredients of products which have been resold to the 
military at prices not reflecting CCC subsidy? For example, t the 
military buys large quantities of salad oil, I understand, made from 
cottonseed oil, a commodity which at times has been sold at reduced 
prices for export. 

Mr. Dean. I donot know of any case. 

Mr. Founra1n. Have you made an investigation ? 

Mr. Dean. We have not had any cottonseed oil in CCC inventory 
since about 3 or 4 years ago until recently. 

Recently we acquired about 100 million pounds, but it has all gone 
into export, none to the military. 

Mr. Fountain. Have you made any investigation to determine 
whether firms buying dry milk and butter from CCC for export at 
reduced prices have used these commodities and ingredients in re- 
combined milk sold to the military at prices not reflecting the CCC 
export subsidies ? 

Mr. Dean. I think you are going to have to ask Don to get in on 
this question. 


files: 


TESTIMONY OF DON S. ANDERSON, DIRECTOR, LIVESTOCK AND 
DAIRY DIVISION, COMMODITY STABILIZATION SERVICE 


(Having been duly sworn.) 

Mr. Anperson. I understand the Army has made the same kind of 
audit with respect to their recombined milk program that Mr. Dean 
has been talking about. 

Mr. Founratn. CCC has not made any investigations? 
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Mr. Anperson. No. We understand the Army has made that kind 
of an investigat ion. 

Mr. Navcuon. It is true that substantial quantities of milk sold 
by CCC, dry milk and butter sold by CCC for export have become 
the ingredients of recombined milk which has later been purchased 
by the Defense Department, is that right? oo 

Mr. Anperson. Some nonfat has, I think that is right. Whether 
any butter has or not, I would have to look up, Mr. Naughton, I do 
not know. 

Mr. Naventon. I think the record does show that, Mr. Chairman, 
there are substantial quantit ies. 

Mr. Founrarn. Say that again. 

Mr. Naverron. There are substantial quantities of butter and non- 
fat dry milk which have gone into recombined milk. 

Mr, Anverson. May I say, of course, these companies also have 
other recombined plants other than selling to the Army. May I also 
say that I understand it has been the policy that we encourage exports 
and we have, sir. That is not in reply to this question, I admit that. 

Mr. Founratn. I think the Congress encourages that. 

Mr. Anverson. That is my understanding, sir. 

Mr. Fountain. As a matter of fact, I think the support of the Con- 
gress of the Public Law 480 and other similar statutes indicates that 
they are very much concerned about exporting as much as we can and 
disposing of these surplus commodities, 

Mr. Anverson. In addition to that, sir, I think in certain of their 
reports of their Appropriations Committees they have supported that 
very strongly. 

Mr. Fountratn. Now, CCC does pay subsidies to the military for 
increased use of recombined milk; is that not true? 

Mr. Dean. Don, would you get this? 

Mr. Fountain. Does CCC pay subsidies to military for increased 
use of recombined milk ? 

Mr. Anperson. I think it is the Agricultural Act of 1954 that added 
the word “milk” to the products that can be purchased and therefore 
donated to the Army. 

Now, when that law was passed, CCC had two choices, that is, in 
method of operation. We could actually have set up an organization 
to buy milk and after taking possession we could have transferred it 
tothe Army. Now, since the Army already had the necessary organ- 
ization to buy milk it appeared to both the Army and CCC that it 
would be more economical to enter into agreement—George, I may 
use the wrong legal terms and you correct me if I do, because I 
found that certain words have great meanings among attorneys, sir, 
that I do not always understand 

Mr. Founrarn. The attorneys themselves do not always under- 
stand it, either. 

Mr. Anverson. That may be true, sir. With that I most heartily 
agree, Sir, 

And we do—we have an agreement where if the Army certifies that 
they buy and consume additional milk CCC, does pay them $4.10 per 
hundredweight, which is our calculation of what it would have cost 
us to buy the butter and powder that would have been made from that 
milk and carried it an average length of time. So my answer to your 
question, sir, is “Yes.” 
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Mr. Fountatn. Does it pay similar subsidies on recombined milk 
made with vegetable fat instead of milk fat? 

Mr. Anverson. No, sir. 

Mr. Founrarn. It does not? 

Mr. Anperson. No, sir. 

Mr. Fountain. If that is true, are you in a position to know that 
that policy is being followed in all instances ? 

Mr. Anperson. Well, I have no reason to think that the Army 
would certify to us that they were using such recombined milk and 
calling it milk. I would certainly have no reason to expect them to 
do that. Well, that kind of recombined milk—of course, as a good 
dairy man, sir—I should not even call it milk. I stand corrected 
[ Laughter. ] 

Mr. Fountain. As a good dairy man. 

Mr. Anpverson. As a good citizen who appreciates some of the 

roducts of the South, sir, maybe I will just not comment on it, 

Laughter. | 

Mr. Fountain. Mr. Langen, do you have any questions on this 
subject ? 

Mr. Lancen. No. 

Mr. Fountain. Mr. Smith? 

Mr. Smiru. I had one about this monthly sales list. Are products 
then, not made available in the middle of the month or any time dur. 
ing the month? 

Mr. Dean. Yes, sir. This is for the month of April so anything 
in this list is for the month of April, Mr. Smith. 

Mr. Smirn. Say in the middle of May or in the middle of April, 
now, suppose you decide that there should be some cheese sold and it 
is not on here or if the price should be changed, you wait until the 1st 
of May to do it? 

Mr. Dean. Yes, sir. If you notice on dairy products for export, 
they are at fixed prices. So when this announcement goes out for 
the 1st day of April, that price holds firm through the entire month 
of April. 

Mr. Smirn. And there is no different quantities or prices available 
for the whole month of April ? 

Mr. Dean. That is it. If we change we would change the 1st 
day of May and give public notice and this would also be printed in 
the Federal Register. That is a public notice. 

Mr. Smirn. Another thing: Is my price correct, Mr. Naughton, 
that you said that the cheese was being sold for 22 cents for export 
and 39 cents for domestic ? 

Mr. Naventon. Roughly, those are the prices; yes. 

Mr. Smiru. And that the Army was paying 39 cents? 

Mr. Naveuron. The Army was paying 39 cents; yes. 

Mr. Smrrn. What I am wondering, Mr. Dean, is: Was there a 
policy or why was the Army paying the 39 cents instead of the other 
price for the cheese that they would be sending overseas? Was there 
a reason or a policy ? 

Mr. Dean. Well, there could have been several reasons. It might 
not have even known that we had cheese up for sale for export. We 
know in some other cases that other Government agencies did not 
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know. But I think that has all been corrected now where they do 


ve notice. 
<9 Smiru. Did they get the monthly sales list from you at that 
time? 


Mr. Duan. I assume they did. They are on the list. Recently, 
through this monthly meeting, we have an opportunity to sit down 
and go over this complete list. & 

Mr. Smrru. What you are saying, then, is that the military evi- 
dently could have purchased their cheese for less than they did? 

Mr. Dean. Possibly so. | 

Mr. Suiru. Either from you or from an exporter ? 

Mr. Dean. Under our present policy we like them to get it from 
the domestic market suppliers to keep the cheese from coming to us 
under the price-support program. ; 

Mr. Surry. Even if they had purchased it from an exporter they 
would have gotten it for less than 39 cents, would they not ? 

Mr. Dean. Yes, sir; I would think so. 

Mr. Fountarn. I think we have to some extent covered the subject 
matter of my next questions. 

Mr. Lancen. Mr. Chairman, before you leave this may I follow 
just one point that came to my mind ¢ 

Mr. Fountain. Yes. 

Mr. Lancen. I noted during the discussion, and getting back to the 
case involving rice that you talked about—and you mentioned the 
fact that the price was determined by the process of accepting bids. 
When does the process of accepting bids come into play and when 
does it not? It seems to imply here that in some instances the op- 
portunity of purchasing by bids is available and in other cases not, 
or is it always the case ? 

Mr. Dean. Dairy products, Congressman Langen, are offered at a 
fixed price, a flat price. 

Mr. Lancen. Flat price? 

Mr. Dean. On dry edible beans, the illustration I used, on com- 
petitive bids. This announcement goes out to everyone that is in- 
terested, and the office that has the beans, say the Evanston office, 
takes beans over under the price support program when the loans 
mature and producers do not redeem. 

Once we get the warehouse receipts and know how many beans we 
have, then we put out what we call a catalog. This catalog will list 
the variety of beans, if they are red kidneys or pintos or what have 
you, and it will list the quantity. This catalog and sales announce- 
ment goes out to the trade and the sales announcement definitely states 
at what time bids are to be received in the Evanston office for accept- 
ance or rejection. 

The bids come into our office in Evanston where they are summarized 
and then they later come in to us for acceptance or rejection. 

Mr. Laneen. Then in that instance there is a distinct difference 
between dairy products and the other products? 

Mr. Dean. Correct. We have an open offer on dairy products. 
You can go into Cincinnati or Portland during the month of April 
and offer to purchase these products at this stipulated price. It is a 
fixed price. 
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Mr. Laneen. Then am I right in making this assumption, that to 
the Armed Forces, if they are the purchaser, that they have the two 
choices of purchasing from Commodity Credit at a fixed price, or at 
the domestic price? Isthat a proper assumption / 

Mr. Dean. That is a proper assumption, but under this new memo. 
randum of understanding we are encouraging the Defense people to 
make their purchases on the domestic market. 

Mr. Lancen. Thank you. 

Mr. Dean. So that we hope that it will keep us from taking more 
butter or cheese or dry beans in the support program. 

Mr. Lancen. Very good. 

Mr. Anperson. Mr. Fountain, with respect to your question about 
the milk for the military, the Department just recently put out q 
press release that shows the quantities of increased milk, which I ean 
furnish—I do not have it with me but will furnish it if you ar 
interested. 

Mr. Founrarn. It would be nice to have that information, 

Mr. Anperson. We will have one sent to you. 

Mr. Founratn. Because I think we are all very much interested 
in seeing an increased use of milk. 

Mr. Anperson. It shows the Army has increased their use of milk 
under this program very substantially. 

Mr. Founratn. As was pointed out in earlier hearing—and you 
have given indications this morning that certain corrective measures 
have been taken—the earlier hearing being the October hearings, 
where it was disclosed that the Borden Co. sold nonfat dry milk in 
1-pound packages to the Commodity Credit Corporation for 16 
cents per pound, repurchased the same dry milk for around 914 cents 
per pound, and then sold some of the same dry milk to the Army for 
31 cents per pound and some for 34 cents per pound, I believe. That 
is true, is it not ? 

Mr. Dean. I would like for Mr. Anderson to comment on that, Mr. 
Fountain. Heismore familiar with that than I am. 

Mr. Fountain. Mr. Anderson. It looks like we are getting back 
into some purchase resale transactions. 

Mr. Anperson. And I am very happy to discuss them with you, sir. 

I do not remember exactly when, but the Borden Co. did 
come to us some time ago expressing an interest in attempting to in- 
crease their exports of dairy products and discussed with us the pos- 
sibility of perhaps finding export outlets for nonfat dry milk in small 
packages. 

Under a series of 7 contracts, the Borden Co. purchased from 
CCC 1,356,378 pounds. Of that, CCC accepted nonmilitary proofs 

of export for 733,776 pounds, for which the Borden Co. paid CCC 
slightly over $68,000. 

Now, I admit that this is a somewhat “iffy” assumption, of the 
same kind Mr. Naughton was using a while ago, but if my assumptions 
are correct and if these exports would not have been made in the 
absence of this encouragement, the efforts of the Borden Co. to return 
to CCC $68,000 they would not have. Please remember I say there is 
a lot of if’s to this, I cannot prove it. It may be the exports would 
have been accomplished at the higher price. If that is true, of course, 
this whole effort to have lower export prices is a complete waste. 
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The Borden Co. also sold a part of that to the military. For a 
small quantity the military did issue proofs of export. For most of 
it, the military did not issue proofs of export. _ 

For that part which they did not issue proofs of export, the Com- 
modity Credit Corporation, under its regular procedure, assessed 
the Borden Co. the domestic price—the unrestricted use domestic 

rice. And the Borden Co. was compelled to pay us something over 
$41,000. a oy ; 

Now, for that small part for which the military did issue proof of 
export, and which we accepted, which was just under 118,000 pounds, 
q relatively small part of the total, after CCC changed its policy, as 
Mr. Dean has described ; the Borden Co. came in of their own volition 
and said, “We would like to treat this the same as it would have 
been treated had this policy been in effect” and made a voluntary 
refund of $10,000, sir. 

Mr. Founrarn. Is it true that the dry milk concerned was never 
moved from the Borden plant at Arcade, N.Y., during the time when 
it supposedly was being sold to CCC and resold to Borden ? 

Mr. Anperson. We did not move it out of the plant in order to 
move it back so that they could prepare it for export. It was not 
moved. 

Mr. Fountatn. In other words, so far as the location and the 
possession and the control over the product is concerned, it was 
the same as it was in previous DA~-112 transactions? 

Mr. Anperson. Well, we made the same effort to not incur addi- 
tional costs that we did under the other program, yes, sir. 

Mr. Founratn. May I add at this point something which I think 
I have already emphasized, that all of us in the Congress are very 
much interested in exports. 

Mr. Anperson. That you have made abundantly clear, sir, yes, sir. 

Mr. Fountary. And we are very glad an effort is being made to 
encourage exports. But of course, what we are doing is simply fol- 
lowing the appropriated dollar to be sure that it is not exports at any 
price and that the cost involved is not excessive to the taxpayers. 

Mr. ANpERSON. We certainly join you in that effort. 

Mr. Founrarn. What kind of transaction, Mr. Cooper, would you 
call this Borden transaction? Would you call it a conditional sale? 
It is not the type of conditional sale, I know, that we attorneys are 
accustomed to thinking of, where a sale is made and the transfer does 
not take place until the price is paid, but would you call this a 
conditional sale or what. type of transaction would you call it? 

Mr. Coorrr. This sale back has attached to it conditions. They are 
required to export this commodity, or if they get advance permission, 
a substitute commodity of the same type of milk or butterfat or dairy 
product. 

_ Under that sale they take back a title, or they reaquire a title which 
is subject to certain conditions that was not there when that milk was 
originally sold to CCC. If they breach their contract with us and fail 
to export within the time period that we specify or to another country 
than that to which we gave approval for this exportation to be made, 
the contract, provides that our sales price, which was below the domes- 
tc price, will be adjusted upward to a point equal to our own domestic 
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sales price for that commodity, plus interest from the time of the 
purchase. 

Our sales price for domestic use is above our original acquisition 
price. Therefore, a company which fails to export has a liability to 
us which imposes a loss upon him if he does not comply with the 
contract. 

Mr. Fountain. As I understand the Borden situation—and may | 
say I am very happy to hear that your investigations in the field offices 
thus far have revealed no cases in addition to those which we haye 
been discussing and with which the committee and you are familiar, 
As I understand the situation in the Borden case, the Borden Co— 
and correct me if I am wrong—offered to buy nonfat dry milk jp 
1-pound packages from CCC. CCC had no stocks of nonfat dry 
milk. ' 

Mr. Cooper. In 1-pound packages? 

Mr. Founratn. That is right, in 1-pound packages. But it ac. 
cepted Borden’s offer to buy on the condition that stocks of milk in 
1-pound packages later became available, is that right ? 

Mr. Anperson. Well, I would have to get the offer and acceptance 
to be positive. 

Mr. Founrarn. All right. You can supply supplemental informa- 
tion on that. 

And that Borden then sold to CCC exactly the right amount of dry 
milk in 1-pound packages necessary to fill its own order; that is true, 
is it not? 

Mr. Coorer. That is right. 

Mr. Fountarn. So they could not buy because it. was not available, 
but they sold to you so that it would be available for them to rebuy! 

Mr. Cooper. Yes. 

Mr. Founratn. Those 1-pound packages were not removed from 
the warehouses / 

Mr. Cooper. That is correct. 

Mr. Founrarn. They remained where they were in possession of 
Borden Co. ? 

Mr. Coorrr. That is correct. 

Mr. Fountarn. What is the extent to which CCC has participated 
in these so-called conditional sales purchase transactions with the 
Borden Co.? We are not singling out Borden Co. It just happens 
we had information on them. I am sure it is a very fine concern. 

Mr. Anperson. May I discuss, if I may, the alternatives to the 
procedure we followed ? 

Mr. Fountain. Yes, you may. 

Mr. Anverson. It is true, as you say, we did not have it in 1-pound 
packages. 

Now, I am doing this because there are certain companies that are 
still interested in trying to push exports. 

We could have insisted that the Borden Co. put this up in a package, 
the normal package, bought it from them and resold it to them and 
then they could have repacked it in the 1-pound container. 

Now, it happens this seemed to be an easier way to do it and we had 
a more accurate measure of the exact amount that was exported, by 


measuring it in the 1-pound container. And that is the way it was 
done, sir. 
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Mr. Fountatn. In other words, that, factually, from your stand- 
point is @ situation similar to that which you had in the cheese trans- 
actions in which you tried to avoid the necessity of transportation 

ways? 
a ) It had that advantage the way we did it. Now we 
discussed with the Borden Co. the possibility of doing it this other 
way, sir. In fact, may I say we are discussing with another company 
trying to get them to help us out by exporting, a procedure that will 
be reasonably efficient and yet which we will not have a legal argu- 
ment about. re: 

Now whether we can accomplish it or not at the moment I do not 
know. : y i 1 

Mr. Fountain. Over what period of time did these transactions 
occur ? ; : 

Mr. Anverson. The first contract was dated November 19, 1956; 
the last contract, January 15, 1958. 

Mr. Founratn. What were the amounts involved ? 

Mr. Anperson. The total was 1,356,378 pounds. I can give you 
the amounts of individual contracts if you want them, sir. 

Mr, Fountarn. I do not think so, we can get them from you for 
therecord. Unless you can give them to us briefly there. 

Mr. Anperson. It involves reading seven different numbers. 

Mr. Fountarn. Allright. Go ahead. 

Mr. Anperson. The first contract was for 224,328 pounds; the next 
contract was for 220,800 pounds; the next contract, 218,400 pounds; 
the next contract, 117,600 pounds; 110,520 pounds, 224,160 pounds, 
940,570 pounds. 

Mr. Fountain. Can you tell us approximately how much that 
amounted to in dollars and cents, the total ? 

Mr. Anperson. Well I—I do not have it. It would be roughly 
$140,000, I think. 

Mr. Fountain. That is both contracts ? 

Mr. Anverson. No, all seven. 

Mr. Fountain. All seven contracts ? 

Mr. Anperson. That would be what the Borden Co. paid us. It 
would be roughly $140,000. 

Mr. Founratn. How much did you pay them ? 

Mr. Anverson. Well, I do not have that here. 

Mr. Fountain. You can supply that for the record. 


(Note.—The amount paid was approximately $217,000.) 


Mr. Cooper, or Mr. Anderson, has the CCC engaged in the same 
sort of transaction with other companies, with these conditions? 

Mr. Cooper. Yes, sir. 

Mr. Founratn. To what extent? 

Mr. Coorrr. Well I have no statistics on the extent of that, sir. I 
just do not know. 

Mr. Founrarn. Mr. Naughton? 

Mr. Navenron. Mr. Cooper, are you speaking there of the general 
purchase and subsequent resale of the identical commodity, or have 
you had additional transactions involving a sale by CCC of com- 


ee that are not yet acquired on condition that it then acquired 
them ? 
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Mr. Coorrr. I have no knowledge of the quantities, or individual 
transactions, in either system. 

I know generally of the nature in which transactions are set up, 
but what the individual offers may have contained, I have no informa. 
tion. That would be a file-by-file search for that. All we could say 
is generally the total quantities that we have sold for export. By 
pulling the files we can determine from whom the quantities were 
bought and if they were sold back to the same individuals. 

Mr. Navcuron. You do not know of any other transactions where 
the conditions involved were exactly the same as in the 
situation ? 

Mr. Cooper. I have knowledge of one somewhat similar one, jn 
which commodities were sold to one concern. I think you have the 
name of that—BNS are the initials for it. There the CCC sold the 
commodities upon condition that arrangements be made for sale to 
CCC of the milk in the type of package desired, be offered to it. 

Another company offered the milk to CCC in the type of packages 
desired. 

Mr. Naventon. Was that the dry milk that BNS exported to Bo- 
livia under ICA financing? 

Mr. Coorrr. That is nght, sir. That milk came to us from Land 
O’Lakes Co. and we sold it to BNS Co. We ordered delivery to BNS 
yen from the Land O’Lakes plants. 

_ Mr. Navewron. And that milk was bought from you for around 

14, to 8 cents per pound in store in Midwest # 

Mr. Cooper. I am not sure of the exact price. 

Mr. Naveutron. That was the same milk which BNS later resold 
under ICA financing for about 1114 cents a pound $ 

Mr. Cooper. Yes, sir. 

I understand BNS did pay Land O’ Lakes a sum of money for 
having the milk packaged in a special way. So that figure I suppose 
would have to come into that difference. 

Mr. Naueuron. I think the difference we mentioned at our earlier 
hearing this year was about $99,000 between the amount that BNS 

paid CCC and the amount that BNS later got back from ICA. Do 
se have any exact figures as to what the amount paid Land O’ Lakes 
was ¢ 

Mr. Cooper. No, I do not have the exact figures. I only have been 
informed that it was something above a cent a pound, but the precise 
figure I do not know. 

Mr. Founratn. I hesitate to ask some of the other questions in con- 
nection with the Borden transaction because actually as it turns out 
the amount involved is small compared with the sums which we have 
gotten accustomed to in Washington. However, I think it is proper, 
in order to make the record clear, that I ask them, and I do so pri- 

marily for that purpose. 

Under the terms of your sale to Borden, the Borden Co. was re- 
quired to furnish proof that the dry milk had been exported, was it 
not ? 

Mr. Coorver. That is correct. 

Mr. Founrary. What kinds of documents were furnished? Maybe 
Mr. Anderson or Mr. Dean could answer, if that is not in your par- 
ticular field, except as a reviewer from a legal standpoint. 


sorden 





th 


m 
in 


aww’ J et COG 


— — —_- 





ual 


up, 
ma- 


Say 
By 
rere 


ere 
den 


in 
the 
the 
: to 


Bo- 


ind 
NS 


ind 


old 


for 
ose 


ier 
NS 
Do 


kes 


en 
1Se@ 


on- 
ut 
ve 
er, 
ri- 


re- 


3 it 


tbe 


ar- 








INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 475 


Mr. Anderson. bes 38) 

Mr. Anperson. They were furnished to our Cincinnati office, and 
I presume there were bills of lading, sir. Wait, Iam talking about the 
commercial export, not the military part. 

Mr. Founrarn. Yes. The commercial export. 

Mr. Anverson. I assume—again I would have to check right 
through the Cincinnati office to be sure—I have not seen them. Let 
me make clear, I have not seen them. May I make one other comment 
inconnection with this? 

In order to be sure there is nothing secret about this business, if 
you will go back to our announcements you will find in many cases 
that years ago it was made clear with respect to salted butter and other 
products that we will encourage exports and on occasion by buying 
products we do not ordinarily buy. It is stated right in the 
announcements. 

The same thing is true with reference to packages. That is, on cer- 
tain occasions we may accept different packages if it will facilitate 
exports. ‘ at j 

The point I want to make clear is that this is all published. As 
far as I know, everybody knows about it. 

Mr. Founratn. So far as L know, Mr. Anderson, no one has made 
the assertion that it was secret. 

Mr. Anperson. Well 

Mr. FounrAry. In fact, so far as I am concerned, these hearings are 
in no way designed to criticize the Department for anything which 
it does consistent with the law and good policy. 

Mr. Anperson. That I understand. And I also understand that I 
cannot hold this committee responsible for things that appear in the 
press. But often, in articles in the press there are implications that 
we have been covering up, and I cannot hold you, sir, and I do not 
hold you responsible. 

Mr. Fountain. I quite agree with you. And I think some of the 
statements in the press have been unfortunate, and probably based 
upon lack of complete information. But that is one of those things 
that happens to Members of Congress. 

Mr. Anperson. It does? 

Mr. Fountary. Some of the things that come out in the press have 
a tendency to reflect upon all Members of Congress and I am quite 
sure that some people think that even if it did not come out it is going 
on. 

Mr. Anperson. I wish to make it clear I hold neither you nor the 
press responsible, sir. | Laughter. ] 

Mr. Dean. Mr. Fountain, sir? 

Mr. Fountain. Mr. Dean. 

Mr. Dean. LD-29, which is the sale of dairy products for domestic 
and export use, dated November 24, 1958, on page 14 of that par- 
ticular announcement is this reference to evidence of exportation, and 
I would like to leave a copy of LD-29 so the applicable part could 
be put in the record. 

Mr. Founrarn. Would you identify that part which you thought 
ought to be in the record ? 

Mr. Dean. Page 14, item d. 
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Mr. Founratn. If there is no objection, that will become a part of 
the record, and the document, itself, will be identified so as to show 
where it is. 

(The document referred to is as follows :) 


Exceret FroM U.S. DEPARTMENT OF AGRICULTURE ANNOUNCEMENT LD-29 
NOVEMBER 24, 1958 ; 

Page 14. 

(d) Evidence of export: The buyer shall furnish to the CSS Commodity 
Office, with respect to the dairy products exported pursuant to this announce- 
ment, evidence of exportation as follows: 

(1) If the export shipment is by water or air, a nonnegotiable, duplicate 
copy of the applicable on board commercial bill of lading signed by an 
agent of the export carrier, together with either (i) a certificate by the 
person or firm identified as the shipper or consignor in the bill of lading 
that all or a designated part of such shipments of dairy products was not 
made pursuant to or for the purposes of a sale in the same or other form 
= a oo Government agency, or (ii) a certificate as provided in paragraph 
11 (ce). 

(2) If export is by rail or truck, a shipper’s export declaration, ay- 
thenticated by a representative of the Bureau of Customs at the port of 
export, together with either (i) a certificate by the person or firm identi- 
fied as the shipper or consignor in the shipper’s export declaration that all 
or a designated part of such shipment of dairy products was not made 
pursuant to or for the purposes of a sale in the same or other form to a 
U.S. Government agency, or (ii) a certificate as provided in paragraph 
11(c). 

(3) If the export shipment is made by vessel, plane, or truck operated 
by a U.S. Government agency, then, in lieu of a bill of lading or shipper’s 
export declaration, the buyer may submit the following certificates issued 
by an authorized U.S. military official or employee: (i) certifi- 
cate of exportation showing the date of shipment, type of carrier used and 
identifying the commodity and quantity so exported and the export desti- 
nation; and (ii) either a certificate as provided in paragraph 11(c) above 
or a certificate to the effect that all or a designated part of the dairy prod- 
ucts so exported were not or will not be purchased in the same or any 
other form by the Government agency. 

(4) Such additional evidence of exportation as CCC may require under 
the circumstances of any particular transaction to enable CCC to determine 
that there has been compliance with the export requirements hereof. 


Mr. Founrarn. In the Borden case, is it true that these documents 
showed on their face that the Borden Co. was reselling the same dry 
milk which it bought from CCC for 914 cents per pound or less to 
the Army for 31 and 34 cents per pound? Mr. Dean? 

Mr. Dean. Did the documents show ? 

Mr. Founratn. On their face? 

Mr. Dean. I do not know, Mr. Fountain. 

Mr. Fountarn. Does anyone else know ¢ 

Mr. Anperson. Which documents are you referring to, sir? 

Mr. Founratn. The proof of export documents involving the 
transactions with Borden & Co? 

Mr. Anperson. Whether the military proofs of export that our 
office accepted showed the price, I do not know. 

Mr. Naveuton. I have a copy of an order for subsistence issued, I 
think, by the Army, which was furnished by the Borden Co. as proof 
of export on these transactions, which shows, in this particular in- 
stance, that the Army was buying 19,488 packages, or 812 cases of non- 
fat dry milk, Instant Starlac, in 1-pound packages, for 342% oo cents 
per pound. We have several other examples of subsistence orders be- 
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ing submitted as proof of export which do show on their face the price 
that was paid. 

Mr. Founrarn. If that is true, I am just wondering why someone 
did not put a stop to that, even though the amount involved is small ? 
Does anyone have any explanation as to why ? 

Mr. Anverson. Well, I think the Army was very surprised and 
I think the Army did stop issuing proofs of export. It did not stop 
immediately, and I think some of them—there was a small quantity 
even on the last contract. 

Mr. Fountain. Didn’t the CCC have to approve the proof of 
export / 

Mr. Anperson. We accepted the proof of export. 

Mr. Dean. At that time, Mr. Fountain, I should point out, too, 
Don, our LD-29 provided for an onboard ocean bill of lading and 
also “And other evidence acceptable to CCC.” 

That has been changed in line with the policy that we talked about 
this morning. So these documents that came in from the military 
into Cincinnati and I am pretty sure in my own mind they were not 
checked in reference to the price. They were checked in reference 
to proof of exportation. 

Mr. Founrarn. So an approval of the proof of export at that 
time was in accordance with CCC policy ? 

Mr. Dean. When we had this wording “and other evidence ac- 
ceptable to CCC,” yes, sir, it was accepted. 

Mr. Founra1n. I take it, however, that under your present policy 
as far as CCC is concerned, you would not consider it proper for 
exporters to buy commodities from you and then resell them to other 
Government agencies at more than twice the price ? 

Mr. Dean. Not under the present policy that we talked about 
earlier this morning. 

Mr. Fountain. It was possible under the former policy ? 

Mr. Dean. Yes, sir. 

Mr. Fountarn. Is it true that the Army refused to furnish proof 
of export to Borden on any of these dry milk shipments? Mr. 
Anderson ? 

Mr. ANperson. I understand they did on most of it, sir. That was 
the basis, of course, of our claim against Borden for something over 
$40,000. 

Mr. Founrarn. And it is also true that CCC then asked the Army 
to provide the necessary proof of export ? 

Mr. Anpverson. I have heard that somebody in CCC wrote such 
a letter. I do not know who it was an I have not seen the letter. 

Mr. Founrarn. Mr. Naughton, do you have any information on 
that ? 

Mr. Navcuton. I have a copy of the letter here, Mr. Chairman. 
It is signed Harley E. Banks, Director, Cincinnati commodity office, 
by R. T. Mahoney, Acting Chief, commodity operations division. It 
is addressed to Attention of Ernest W. Hiers, first lieutenant, Quar- 
termaster Corps, contracting officer at New Orleans Market Center, 
dated August 19, 1958. Do you want me to read this‘ 

Mr. Founrarn. Yes. 
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Mr. Naveuton (reading) : 


GENTLEMEN: Reference your letters of November 21, 1957, to the Borde 
Food Products Co., 350 Madison Avenue, New York 17, New York, concerning 
milk, dry, nonfat, 16-ounce packages, Starlac Brand for delivery to New Orleans 
Army Terminal, New Orleans, La. 

The Borden Food Products Co. has furnished us a copy of your order for 
Subsistence, QMC form 300, and letter of November 21, 1957, as proof of ex. 
portation of milk they purchased under our contract No. LD-—DS-2386. 

Please furnish us the country of desthiation of milk delivered under your 


and then the list is given of the orders. 

There may be another letter in which they actually asked for the 
proof of export rather than country of destination. Mr. O’Hara cap 
perhaps clarify the matter for us. 

Mr. O’Hara. No, that is the only letter. 

Mr. Naverron. This occurred after the Army had declined to fur. 
nish proof of export, is that true? 

Mr. O’Hara. That is correct. 

Mr. Anperson. Is it agreed that this is not a request for proof of 
export but just a list of countries at the moment? 

Mr. Naucuton. Pardon. 

Mr. Anperson. Is it agreed by you that this letter does not re- 
quest—it simply requests them to list the countries—— 

Mr. Navuauron. You need the countries of destination in order to 
satisfy your proof of export. 

Mr. Anprrson. The point the chairman was making I thought was 
that we tried to encourage the Army to furnish proof of export when 
they decided they did not want to. It turns out we apparently asked 
them simply for a list of countries. I just want to be clear. 

Mr. Naueuron. It is my understanding that the Army did decline 
to furnish the documentation needed by the Borden Co. to satisfy 
the requirements for proof of export. Apparently it was simply a 
list of the countries to which it was being exported. 

After the Army declined to furnish this voluntarily, apparently 
the Cincinnati office wrote to the Army contracting officer and asked 
them to provide the information so that the Borden Co. would be 
released from its obligation. 

Mr. Founrarn. Was this action in assisting the Borden Co. in 
getting proof of export in accordance with CCC policy, Mr. Dean, or 
Mr. Anderson, or Mr. Berger? 

Mr. Bercer. What was the question again, sir? 

Mr. Fountain. Was this action in helping the Borden Co. get proof 
of export in accordance with CCC policy ? 

Mr. Berecer. I do not think there had been a policy established up 
to that time on that particular point. 

Mr. Fountrarn. Mr. Cooper? 

Mr. Coorrr. It was rather new to us at the time. 

I think what Mr. Banks was trying to do was find out some facts 90 
that he could determine whether he should start presenting a claim 
or whether there would be proof forthcoming or just what the situa 
tion was. , 

An exporter is supposed to furnish us proof of export within a def 
nite period following the required period in which export is to take 
place. 
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Failure to furnish that proof of exportation is considered by us 
rima facie evidence that he has failed to export. We then would 
make a demand. If he has, or if that proof is to be forthcoming, 
there would be no point in our making an unnecessary demand or 
going to court to enforce the payment back. I think Mr. Banks was 
trying to ascertain there just what the situation was. 

‘Tf the Army replied to that that they are not giving proofs of ex- 

rtation, that would have closed the account on one side—we would 
have made then the full demand. 

We ultimately did make that full demand when we understood 
what the situation was with the Army. 

Mr. Naventron. Conversely, Mr. Cooper, if the Army had re- 
sponded to your request. by furnishing the countries of destination, 
then the Borden Co.’s obligations would have been concluded as far 
as you were concerned ¢ 

Mr. Coorer. As far as the contract is concerned, they would, if the 
Army had furnished the proof of export. 

Mr. Naventon. So this would have saved them some money if the 
Army had gone along and given what you asked for, saved the Borden 
Co. ? 

Mr. Coorer. That is correct. We asumed that, if the Army was 
buying at domestic prices, they would say they were not he ‘ping i in the 
exportation, and not give the proof ote xportat ion. 

Mr. NAUGHTON. Of course the subsistence order which the Cincin- 
nati office already had showed on its face that the Army was paying 
almost 35 cents a pound for this same milk that you sold for 914 ¢ 

Mr. Coorer. That is correct. 

Mr. Founrarn. Mr. Anderson, earlier in the testimony you made 
mention of the fact that the Borden Co. contacted you for the very 
laudable purpose of trying to encourage exports and I assume, also, 
since they are in the business they wanted to continue to make a living, 
too. Who contacted you ? 

Mr. ANperson. Well, I am not sure. I think it was Mr. Daniel 
Dent, that is my recollection. But this is sometime ago. I think it 

was Daniel Dent. 

Mr. Fountain. I believe Mr. Dent has served as a member of Mr. 
Benson’s Dairy Industry Advisory Committee; has he not? Or has 
he? 

Mr. Anperson. I do not know, sir. 

Mr. Founrarn. You do not know ? 

Do you have any information on that? 

Mr. Naveuron. I think we have a list of the Advisory Committee 
members here which I am sure lists Mr. Dent as a member. 

I believe that came out also during our previous hearings on the 
cheese purchase resale transactions. 

Mr. Anprrson. I assume you are talking about the Industry Ad- 
visory Committees back in 1954? 

Mr. Founrarn. 1954. Do you still have such Advisory Com- 
mittees ? : 

Mr. ANprrson. No, sir. 

Mr, Brrcrr. No, sir. We eliminated them with the exception of 
one as far as our operations are concerned. 
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Mr. Fountain. This is just a follow-up question, and I think you 
may have already covered it, but I will ask it. 

On about how many pounds of milk involved in the transaction with 
the Borden Co. has the Borden Co. made refunds ? 

Mr. Anperson. I have to add two numbers together, sir. 

Mr. Founratrn. All right. 

Take your time. 

Mr. Anperson. I will give you the two figures, sir. 

Now, the military proof of export accepted was 117,960 pounds, 

Now, with reference to that particular transaction the Borden (Co, 
made refunds on 118,440. 

That is somewhat more than what we accepted. It is a small amount 

and we have not seen the advantage of going through a lot of book. 

keeping in order to check up and get the exact amount, get it right, 
In addition to that on certain nonmilitary proofs, they have made 
refunds on 13,272 pounds. 

Now, I do not have the exact record but there I imagine they 
shipped to a country other than the one intended. ? 

Mr. Founratn. Is it your feeling that they have made voluntary 
refunds on all the transactions where you feel that the CCC is en. 
titled to refunds ? 

Mr. Anperson. They, apparently, made it on somewhat more than 
we feel 

Mr. Fountary. What explanation did they give when they did 
that 

Mr. Anperson. I think, as I recall, there was 840 pounds that got 
mixed up in two contracts somewhat or other. 

Mr. Fountain. Mr. Naughton ? 

Mr. Naueuron. Mr. Anderson, did CCC make any investigation to 
determine the prices at which Borden resold the approximately 1 mil- 
lion pounds of dry milk that were involved in these transactions? We 
know the prices for that portion which was resold to the Army, but 
what about the other portions ? 

. Mr. Anpverson. The part that they sold in the commercial market 
abroad ? 

Mr. Naueuton. Yes, sir. 

Mr. Anperson. No, sir. 

Mr. Naueuron. Isn’t it true some of this was sold to U.S. embassies 
abroad ? 

Mr. Anverson. I donot know, sir. 

Mr. Naveuton. Do you feel that the Borden Co. is entitled to, in 
effect, an export subsidy on dry milk which they are able to resell 
abroad at the same price at which they would sell that commodity on 
the domestic market ? 

Mr. Anperson. I know nothing about the policy of the Borden Co. 
which they think is most effective in promoting exports. 

Mr. Navenron. I am asking you about the policy of CCC in mak- 
ing possible the obtaining of these export subsidies. 

Mr. Bercer. I still do not understand your question. Do you! 

Mr. Anperson. No. 

Mr. Bercen. What was your question again ? 

Mr. Naventon. I am asking him if he thinks it is appropriate to 
pay out in effect a CCC export subsidy of 614 cents a pound or so on 
dry milk which the Borden Co, may be able to sell in regular com- 
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mercial channels at the same price as it sells domestically perhaps to 
U.S. embassies, other Government agencies, certainly to the U.S. 
Army ! 

ard Anpverson. Not to the U.S. Army, sir. 

Mr. Navcuron. You agree they should make a refund on that por- 
tion? ale 

Mr. AnvErSoN. They have and we accepted it, so it is agreed, sir. 

Mr. Fountain. You did not turn down anything? 

Mr. Anperson. That is right, sir. 

Mr. NaueuTon. Suppose, and I do not know the factual situation 
on this—I know some sales were made to embassies but I do not know 
the price—supposing Borden had some commercial dollar markets 
in which it was able to sell Starlac abroad, perhaps in Cuba or other 
nearby places, Venezuela, at the same price at which it is able to sell 
Starlac in the United States? Do you think that it is appropriate for 
CCC to pay the Borden Co. an export subsidy of 614 cents per pound 
on those sales ¢ 

Mr. Anperson. If that will encourage exports, I do not know what 
it wrong with it, sir. 

Mr. NavueuTron. Suppose they were going to make these exports 
anyhow # 

Mr. Bercer. That would be awfully hard to determine, that he 
is—— 

Mr. Anperson. If we do not accept the proposition that has been 
urged on us making these CCC commodities available at lower prices 
to encourage exports 

Mr. Fountarn. You do that under the policy. 

Mr. ANDERSON. Yes. 

Mr. Naueuton. Do you pay export subsidies on other manufactured 
dairy products, such as dry whole milk? 

Mr. Anperson. No; the only policy CCC has followed with respect 
to the dairy products is to offer products acquired under price sup- 
port at reduced prices for export. And we do not acquire dry whole 
milk. 

Now, with this one exception that I mentioned on some products 
that are closely related like unsalted butter, we have made it possible; 
on occasion, we have bought unsalted butter when we had an export 
market for it. 

Mr. Navcuton. How many pounds of Starlac would you normally 
expect to acquire under the price-support program, annually ? 

Mr. Anperson. Starlac? 

Mr. Naventon. Yes. 

Mr. Anperson. Starlac? 

Mr. Navenron. Starlac. 

Mr. Anperson. Well, if they packed it in 225-pound drums we 
might acquire enormous amounts of it. 

Mr. Naventon. Packed in commercial 1-pound packages? 

Mr. Anperson. No; they would not sell it to us in 1-pound packages 
at our 141%-cent price. 

Mr. Fountarn. I did not think they would. 

Mr. Anverson. It is obvious they would not. 

_ Mr. Naventon. Actually this is worth much more than 14 cents, is 
it not? One-pound packages? , 
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Mr. Anperson. Are you saying on the first contract when we got 
" of that we should have stopped all efforts to export by retaining 
it ? 

We could have. Under the first contract I think that is true, we 
could have said we are not going to live up to efforts of yours to 
develop exports, we are going to hold it. 

Mr. Navueuron. We will have some questions of Mr. Cooper on 
that. 

Right now I am trying to determine whether Starlac in 1-poung 
packages is worth more than 14 or 16 cents# 

Mr. Anperson. Yes, sir; it is. 

Mr. Fountratn. How much is it worth? 

Mr. Anperson. On what level 4 

Mr. Founrain. Wholesale. 

Mr. Anperson. I assume it is worth 30 cents a pound. 

Mr. Naueuron. So, in effect, you sold something to the Borden 
Co. for 914 cents which was worth 30 cents a pound ¢ 

Mr. Anverson. That is right, and we did it for a very specific rea- 
son. 

Mr. Founrarn. You did that to other companies, too, did you not? 

Mr. Anperson. I say we have another company that is trying to 
do this, and I assume we will make them go through the whole pro- 
cedure of selling it to us in bulk and then repackaging it, because, 
if we do not we are going to have these same kinds of questions coming 
up. 

So we will do it the hard way from now on, sir. 

Mr. Fountarn. Well, I would not commit myself to do it the hard 
way because I think you are misinterpreting some of the questions, 
maybe, of the chairman and of the counsel. Our questions are de- 
signed to clarify the situation and find the facts. So far as I am 
concerned, I have no matured opinion about these transactions, that 
is, these later transactions. 

I simply want to get the facts on the record. 

Mr. AnpERSON. We want you have them, sir. 

Mr. Founrarn. The committee will, in all probability, later write 
a report on it, but so far as I am concerned, there is no necessity for 
you at this point to make any commitment to do something the hard 
way if it can legitimately and properly and legally be done an easier 
way and at the same time encourage exports. 

Mr. Anperson. Thank you, sir, but you realize when I do one of 
these things and a company acts on the basis of what the Government 
does and then gets involved in extensive litigation, I do feel, and I 
know you do feel, sir, some responsibility. 

Mr. Fountarn. Most assuredly. 

Mr. Anperson. I hope I can convince you I am trying to cooper- 
ate with you to the fullest extent possible to accomplish what I am 
sure both of us want to accomplish. 

Mr. Founratn. We appreciate that attitude. 

Mr. Naveuton. On that point does the Department of Agriculture, 
the Commodity Credit Corporation, have authority to pay direct 
subsidies on exports of dairy products ? 

Mr. Anperson. Mr. Cooper, do you want to answer that, sir! 

Mr. Cooper. Yes, sir. It has. 

Mr. Navenron. Under section 32 and certain other authorities. 
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Mr, Coorer. Under the charter act and we are paying direct sub- 
sidies on a number of commodities, under the charter. 

Mr. Naventon. Assuming that you want to encourage exporta- 
tio—and I know that you do—of dairy products such as these, 
wouldn't it be easier to do it by paying a direct subsidy rather than 
utilizing the device of a purchase and resale? bi 

Mr. Berger. This has been discussed a number of times—— 

Mr. Fountain. Mr. Berger, I explained before you got in that 
because there is always a possibility—we do not. predict it—that this 
sort of thing might become a subject of litigation. For that reason I 
will ask you to be sworn. 


TESTIMONY OF WALTER C. BERGER, ADMINISTRATOR, COMMODITY 
STABILIZATION SERVICE, AND EXECUTIVE VICE PRESIDENT, 
COMMODITY CREDIT CORPORATION; ACCOMPANIED BY GEORGE 
COOPER, OFFICE OF THE GENERAL COUNSEL, COMMODITY STA- 
BILIZATION SERVICE 


(Having been duly sworn. ) 

Mr. Founrain. Go right ahead. 

Mr. Bercer. This, of course, has been discussed a number of times 
before some other committees. And we have determined, as a policy 
that to go into a direct subsidy on dairy products was not going to help 
us increase our total export sales enough to pay for the outlay of cash 
that we would have to pay from CCC because we would not just be 
paying the subsidy on the produets that are going out now, but we 
would also have to do it on all the products going out of the United 
States, and when we do that a cash subsidy would be—in fact, it just 
becomes rather ridiculous to take it into consideration from a dollars 
and cents standpoint. 

In other words, you already have a certain amount of business that 
is going on today, which has been brought out since I have returned 
here to the committee, that indicates that there is business; that now 
certain companies are doing this in the world trade on their own 
branded products. 

And it is to try to figure out how much additional business we would 
get if we were to pay a cash subsidy, and that indicates to us that it 
would just be foolish to step into that field, because if we did it on 1 
pound that is going out, we would have to do it on all, I think that is 
the way I want to say it. 

Mr. Fountary. I can appreciate the observations you have made, 
but it certainly would be less complicated and more simple to do it 
that way rather than to do it through this resale formula which, as 
Mr. Anderson has already pointed out, whenever it is done, whether it 
is agreed to or not, certain questions arises as to whether it looks 
right to be done in that fashion. 

Mr. Brrcrr. That is true and we worry about it, Mr. Chairman, we 
definitely worry about it. 

Mr. Fountain. I know you do. 

Mr. Bercer. But on the other hand, we still, and I will agree with 


you, that from the simplicity standpoint it would be better to pay an 
outright cash subsidy. 
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Mr. Founrar1n. Would it encourage exports ? 

Mr. Bercer. But would it encourage exports enough for us to assume 
to pay the subsidy on all exports that are already going out? Do you 
see? Under various things you talk about, Starlac, the butter busi. 
ness that is going on, cheese business that is going on by the regular 
exporters at the present time and under their own private labels, you 
see. 

Mr. Founratn. I would like to say this: I, for one, can readily ap- 
preciate and understand the difficulty of the department in handlj 
matters of this kind, when, on the one hand, you are being encourage 
to step up exports in every way you can and on the other hand, you are 
faced with the possibility of criticism because of the formulas or the 
method of transactions you use. 

It is very hard to know just what to do. I can appreciate your 
position. 

Mr. Bercer. That is correct. 

Mr. Naucuron. Along that line, under section 32 it would be pos- 
sible to pay a subsidy, would it not, for example, on nonfat dry milk 
in bulk, on cheese in bulk packages, rather than getting into the 
branded-consumer items for which there may be a dollar market 
overseas ? 

Mr. Bercer. I do not believe I can answer that for you. Whether 
it is possible or not, it would still get involved in the same problem as 
far as I can see. 

Mr. Naueuton. Mr. Cooper? 

Mr. Coorrr. Under section 32, the provisions of that act, you could 
pay your subsidy on the commodity that moves into export. Whether 
it should be bulk packages, or should be in small containers, would be 
a question addressed to the discretion of the Secretary as to how he 
would fix the terms and conditions of his export announcement. 

Mr. Navueuton. So that either under section 32 or under the Com- 
modity Credit Corporation charter act authority you could go ahead 
and make a direct subsidy payment on exports and limit it to the same 
dairy products which you are willing to buy under the support pro- 
gram, could you not, sir? 

Mr. Cooper. That is true. 

Mr. Bercer. Except you would live with it 

Mr. Naventon. It would be legal, though. 

Mr. Coorer. There are some limitations within section 32 such as 
the quantity which can be expended on any one commodity and 
whether they can—may I correct that? There are certain limitations 
within section 32 upon the amount of funds which can be spent on any 
one commodity and, further, there is the requirement in section 32 
that it be spent principally on perishable, nonbasic commodities, other 
than those specifically receiving price support under title II of the 
Agricultural Act of 1949. This puts an overall dollar limit on com- 
modities we can move under programs which may involve rather 
extensive expenditures. 

Mr. Naverron. Under the charter act you would have authority 
but would have to get appropriations to carry it out. 

Mr. Coorer. No, sir. 

Mr. Naventon. You have the money. 
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Mr. Coorer. We have the money and we have the authority. All 
we need is an annual approval of our budget and that is already ap- 
roved for this year. An export program is in our budgets and has 

n for some years. Tae 

Mr. Naveuton. Mr. Berger, you testified Just a moment ago that 
the objective—and I think Mr. Anderson said about the same thing— 
that the objective of the Department is to try to stay away from ex- 

rt subsidies on commodities for which there may be a dollar market. 

Now, this would consist primarily of consumer-sized packages, per- 
haps dry whole milk to some extent. Phat would also include prod- 
ucts such as Starlac, a branded nonfat dry milk powder for which 
Americans living abroad may have a taste and desire to buy. 

Mr. Bercer. You have dried whole milk and you have cheeses and 
everything else, you see, special type cheeses. 

Mr. Naveutron. Now, on that point, isn’t it possible that the Borden 
Co. may have had dollar markets abroad for this nonfat dry milk in 
one pound packages which it sold and then repurchased ? 

Mr. Bercer. Personally, 1 do not know anything about Borden’s 
foreign operations, I am not acquainted with it in any way, shape, or 
form. sti 

Mr. Navcuton. It is conceivable that branded nonfat dry milk in 
this type of product, Starlac, that would have a dollar export market? 

Mr. Bercer. I use it in my own home and I take it for granted they 
would be selling it in other parts of the world. 

Mr. Naventon. To the extent they may have had, if they did have 
a dollar market at regular domestic prices for this Starlac which they 
sold and repurchased from CCC, then they would have realized in 
effect an export subsidy on just the type of dairy product that you do 
not want to support ? 

Mr. Berger. Well, I would not say—when you say do not want to 
support, we do not see the necessity of supporting it in order to do the 
job of supporting milk the way the law is set up. 

Mr. Naueuton. Mr. Cooper, with respect to the, what we might 
call purchase resales of the identical dairy products to the original 
seller for export, what benefit, if any, do the taxpayers get from these 
transactions ? 

Mr. Coorrer. I am not sure I quite understand the question. That 
seems to me an economic question. 

Mr. Founrarn. Are you thinking in terms of the cost involved ? 

Mr. Naveuton. What I am trying to establish is the fact that in 
most of these transactions perhaps the primary factor—one of the 
primary factors differing from the cheese transactions we went into 
some years ago is the fact that the products are required to be ex- 
ported; is it not 2 

Mr. Coorrr. Yes. 

Mr. Naventon. This would presumably, by removing products 
from the domestic market, entail a saving for the taxpayers in that 
these products would not be acquired domestically ? 

Mr. Coorrr. Well, if they were not exported, I assume, then, that 
they would be laying upon the domestic market, depressing the domes- 
tic market. CCC under its price-support programs would be picking 
up either the same milk or an equal quantity, and having to give it 
away in its large donation programs. 
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Now, whether the taxpayer benefits greater by our giving awa 
milk for relief abroad, or at home, or through the school-lunch pro. 
gram, is a difficult question for me to answer. 

I would say that the taxpayer is receiving the same benefit unde 
this program as he is receiving under Public Law 480 where we ar 
subsidizing extensive shipments abroad and under all of the Depart- 
ment’s export programs in which we undertake to sell at prices in the 
competitive world market which will move agricultural commodities 
to maintain and hold and develop our foreign markets for agricultural 
commodities. 

Mr. Naveuron. That will teach me to ask a lawyer an economic 
question. [ Laughter. ] 

To the extent that you then encourage through this device export 
sales which would not otherwise be made, you are, to the extent of the 
quantity shipped, reducing the supplies which have to be supported 
on the domestic market? Would that be a fair summation ? 

Mr. Coorrr. That is correct, I believe. 

Mr. Naveutron. What investigation, if any, is made by CCC to 
ascertain the extent to which the firms participating in these devices 
are using this procedure to make good-faith sales on the basis of world 
prices or the extent to which they may be simply collecting in effect, 
an export subsidy on the sales that they would make without this 
program ? 

Mr. Bercer. Mr. Chairman, that covers a broad field and with the— 
and not just thinking of milk—because this is rather a minor portion 
of what our export sales are in the world market. 

We still go back to the fundamental principle that we believe there 
is enough competition, normally, in the world markets among the 
various and sundry exporters to not allow one to start making a whole 
lot of money over the other one. 

And, for us to try to put investigators on to follow through every 
transaction, with the millions of dollars of business that we are doing 
a year, it would take a terriflic staff of men, either for us or for the 
Commerce Department to have on the other side to doublecheck it. 
And I do not think that we are having very many, very bad losses 
by having a little faith in the export competition, the competitive 
angle of exporters one against the other. Maybe you can pick outa 
little flaw here and there once in a while, but I do not think the flaws 
that you might pick up would pay for the extra terriflic staff that we 
would have to have on our payrolls in order to follow through on 
every case. 

Mr. Naveuton. The answer then is that you make no in 
vestigation 

Mr. Bercer. Unless we are suspicious that something is happening. 

Mr. Navueurton. I take it from the previous—— 

Mr. Bercer. And it is usually—if something is going on, you hear 
pretty quick from one of the competitors of an exporter if somebody 
has gotten by with something, pretty fast. And sometimes we hear 
about it even before it has happened. 

Mr. Navenrton. In view of the fact that CCC made no objection 
to proof of export which showed that the Army was repurchasing 
dry milk which it sold for 614 cents for 34 cents, I take it that you 
also do not check the proof of export or documents which are available 
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in the file to see whether or not you are subsidizing sales which would 
have been made without the subsidy ? ¢ 

Mr. Bercer. I would say that when those things—when we 
find out about them, when we find that something like that has a pos- 
sibility of happening, we do check it, but I mean to say that we are not 
checking every one of them because we just do not think that it would 
pay to do it, you see. brett, ri 

Now, as soon as we have any indication that something is going on 
that we should look into, we do investigate it, yes, and we do it very 
rapidly when we find out about it, or we have any indication that 
something is going wrong, you see. 

Mr. Naveuron. Mr. Cooper, sometimes it seems to those of us who 
have been here for a while that history repeats itself. So, I am going 
to ask you in what respects, if any—you are familiar with the facts 
on the Borden transaction as we have described them ? 

Mr. Coorrer. Yes, sir. 

Mr. Navenron. In what respect, if any, does this transaction differ, 
from a legal standpoint, from the ¢ sheese transactions which the com- 
mittee went into back in 1955? 

Mr. Coorrr. Well, I have not looked into each offer and acceptance. 
So, I have to speak somewhat generally in that connection. 

In the cheese transactions, there was announcement DA-112. 

Those transactions, the cheese transactions, were conducted solely 
under the authority of the corporation to procure for the purpose of 
price support under the Agricultural Act of 1949. DA-112 was a 
single contractual form which provided for an offer to sell dairy 
produets to CCC and a simultaneous offer to repurchase, 

Under DA-112 the offer to sell was conditioned upon the offer to 
repurchase. CCC could not, under DA-112, accept an offer of sale 
to it without accepting the offer to sell back. 

The acceptance by CCC was necessarily an acceptance of both 
offers. DA-112, therefore, made provision fora complete transaction 
under which title was to pass to CCC and to pass back concurrently. 

DA-112 also provided for settlement by the payment of a single 
check by CCC equal to the difference between the purchase price and 
the sale-back price. 

Upon acquisition from CCC the purchaser was free to sell and 
deliver the commodity upon the domestic market without liability to 
CCC. In fact, the sale-back was to enable the purchaser to put the 
dairy products on the domestic market after April 1. 

The Comptroller General, in his opinion on these transactions, 
pointed out that these conditions failed to disclose any element of 
proprietary interest passing to the Government which would be 
indicative or prerequisite to a bona fide purchase and were not pur- 
chases within the meaning of the Agric ‘ultural Act of 1949. 

Now, there are major differences between the current transactions 
and those under DA-112. In the present transactions there is an 
announcement by which CCC invites offers for the sale to it of dairy 
products. The current purchase announcement is identified as 
LD-27. Provision is made for delivery to CCC pursuant to shipping 
instructions. 

Full payment is made by CCC for the purchase price of the dairy 
products. This announcement contains no reference to, and is not 
conditioned upon, any offers being made to repurchase from CCC. 

64140—61—pt. 29 
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Now, there exists a separate announcement pursuant to which 
dealers may offer to buy dairy products from CCC and that is oyp 
current sales announcement identified as LD-29 which has been in. 
troduced in the record here. 

A dealer who has offered to sell dairy products to CCC under the 
first announcement, may, if he so desires, offer to buy back under 
the terms of the second announcement all or any part, but not less than 
a carlot, of dairy products sold to CCC. 

CCC may, if it deems it advantageous to its program, accept the 
second offer and sell back the commodity. 

If the second offer is accepted, title to the commodity is passed back 
subject to the requirement that the dairy products be exported, 

Thus, the commodity is removed from the domestic market. Fajj. 
ure to export creates a liability to CCC and results in an increase jp 
CCC's sales price considerably above its original cost. so as to result 
in a profit to CCC. 

The prices paid by the two buyers in the two transactions are made 
by separate checks. 

In a number of these transactions possession of the commodity has 
been taken by CCC at interior points, under its purchase contract, and 
delivery made pursuant to its sales contract f.a.s., port of export; in 
some of the transactions we deliver it in store, where we have pur- 
chased it. 

Moreover, the question of whether these transactions are valid as 
purchases under the Agricultural Act of 1949 is not determinative of 
the authority to CCC to engage in these transactions. 

Aside from the act of 1949 the transactions are valid as operations 
under the authority available to the Commodity Credit Corporation. 

Among the specific powers which the Corporation may exercise in 
the fulfillment of its purposes and in carrying out its annual budgeted 
program submitted to and approved by Congress is the power con- 
tained in sections 5 d and 5 f of Charter Act to—and I quote: 
remove and dispose of or aid in the removal or disposition of surplus agricul- 
tural commodities and to export or cause to be exported or aid in the develop- 
ment of foreign markets for agricultural commodities. 

With respect to the authority set forth in subsection 5f, it is stated 
at page 14 of the House Report No. 1790, 80th Congress, that—and 
I quote: 

It is essential to the agricultural economy of the United States that it main- 
tain and expand its markets abroad for agricultural commodities. This sub- 
section empowers the Corporation to carry out operations to this end. 

In its budget program for the fiscal year ending June 30, 1959, sub- 
mitted to and approved by the Congress, as in its budget for prior 
years, there is set forth a commodity export program under which 
the— 

Corporation promotes the export of agricultural commodities and products 
through sales, barters, payments, and other operations. Such commodities and 


products may be those held in private trade channels as well as those in Com- 
modity Credit Corporation’s inventory. 





The budget further states 

Mr. Founrarn. That is in the report, you say, made to the— 

Mr. Coorer. That is the budget, the U.S. Budget that goes to Con- 
gress for approval. 
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Mr. Naventon. For what year? . 

Mr. Coorrr. For the fiscal year 1959 and the same for prior years. 
Itcovers the whole period of these operations. 

The budget further states, and I quote: 

This program is carried out under the authority contained in the Corpora- 
tion’s charter, particularly sections 5d and 5f and in accordance with specific 
statutes where applicable. 

Unlike the Agricultural Act of 1949 which limits price-support op- 
erations for dairy products to loans and purchases, Congress has 
placed no statutory limitations on the means to be employed by CCC 
to remove surplus or aid in the exportation of agricultural commodi- 
ties. It has approved our budgeted program in its broad language. 

Further, attention is called to section 102a of the Agricultural ‘Trade 
Development and Assistance Act, which is Public Law 480, 83d Con- 
gress, Which provides, in part: 

For the purpose of carrying out agreements concluded by the President here- 

under, the Commodity Credit Corporation, in accordance with regulations issued 
py the President pursuant to subsection b of this section, (1) shall make avail- 
able for sale hereunder to domestic exporters surplus agricultural commodities 
heretofore or hereafter acquired by the Corporation in the administration of its 
price-support operations, and (2) shall make funds available to finance the 
sale and exportation of surplus agricultural commodities, whether from private 
stocks or from stocks of the Commodity Credit Corporation. 
As a means of making nonfat dry milk, butter, and cheese available 
to foreign buyers pursuant to agreements of the President under this 
act, at prices below the domestic market price, from the Corporation’s 
stocks and from the stocks of private industry, the Corporation 
utilizes these two announcements. 

In view of this broad authority of the Corporation to export or 
cause to be exported or aid in the development of foreign markets 
for agricultural commodities and the products thereof, the Corpora- 
tion may use such purchase and sale, payment or other methods or 
combinations thereof as it may deem, under all of the circumstances, 
to be most desirable to accomplish its export objectives. 

Mr. Naventon. You have sort of snowed me under with authority 
there, Mr. Cooper. I knew you had a lot of it, but it is quite formi- 
dable. 

Are you suggesting that instead of operating a support program in 
these transactions, that you have been utilizing authority in effect to 
subsidize dairy product exports? 

Mr. Coorrr. I think we have been utilizing all of it, sir; any export, 
I think, has price-support effect in the removal of surplus. 

Mr. Naventon. I have the impression that Mr. Berger testified pre- 
viously that. you were not utilizing export subsidy authority. Am I 
correct on that, Mr. Berger—before another congressional committee. 
I do not recall the circumstances. 

Mr. Bercer. What ? 

_ Mr. Navenron. That you testified that the CCC was not utilizing 
its export subsidy authority with respect to dairy products. 

r. Bercer. What I mean to say—and I do not know your termi- 
nology—I am not a lawyer, so I mean to say that I am sure that we 
are not making any direct payments, such as paying a cash subsidy. 

Now, I am not a lawyer so I do not know how to answer your 
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question, except to say that I am sure that is what I implied or meant 
when I said it, you see. 

Mr. Navenron. In view of certain similarities, Mr. Cooper, be. 
tween the transactions which have been described. and the previous 
cheese and butter transactions, what kind of study, if any, did the 
Department make concerning the legality of these procedures prior 
to starting into them ? 

Mr. Coorrr. We were aware of all of our authority. Iam not sure 
I understand your question. 

Mr. Nauenron. Did you write a legal opinion on this, citing the 
authority? Certainly I think you can see perhaps there might be 
some legal question to these in view of the similari ity in some respects 
between the device which the courts have not held is not legal in the 
purchase-resale transactions. 

Mr. Coorrer. On an occasion here, somewhat recently when the 
question came up as to whether we should expand our program or 
not and whether it should go over to a cash dollar subsidy payment, 
we had occasion to comment thereon, in which we pointed out au- 
thorities available to the Corporation. 

Mr. Naveuton. When was that ? 

Mr. Coorrr. Well 

Mr. Naueuon. Very recently ? 

Mr. Dean. Here you are, George. 

Mr. Coorrr. That was on November 13, 1958. 

Mr. Navueuton. So this is after all these transactions occurred, at 
least the Borden transactions and most. of the others ? 

Mr. Cooper. W: the opinion on that question was afterward, but 
the authority has been here even before on these export sales. What 
Tam calling attention to is that DA-112 was not at all under any of 
that authority because it was completely a domestic sale, for do- 
mestic purposes. 

Mr. Naveuron. But you did not write any legal opinion prior to 
engaging in these transactions ? 

Mr. Bererr. I would like to ask the question, if I may, for the 
record, what good is a legal opinion after all is said and done! 
Lawyers can have different v lewpoints and opinions and when it gets 
to court something else comes out of it, you see. 

Mr. Founrary. I think what Mr. Naughton is getting at, in view of 
what did transpire in the cheese transactions and the opinion of the 
Comptroller General and action of the Justice Department and the 
decision of the courts, naturally you would be concerned about any 
transactions you used. 

Mr. Bercer. And we are concerned; that is right. 

Mr. Founrarn. What was done to get a definite legal opinion, 
either from your own agency or from the Justice Department or the 
Comptroller General before you adopted these partic salar procedures 
to do, maybe, let us say, indirectly what you could not do under the 
other procedure. Is that what you had in mind? 

Mr. Navcuron. Yes, 

Mr. Coorer. These procedures had been in effect. before DA-112 
ever came into existence, as far as export is concerned. 

Mr. Fountarn. And they were used ? 
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Mr. Coorer. And have been used. No question had been raised 
about them. In looking at DA-112 we could not see the similarity in 
view of the nature of these other sales and the very basis of what DA-— 
112 tried to accomplish, the objectives were different, and so we did 
not feel the necessity of writing anything at that time. 

Mr. Founrarn. You say the objectives were different ? 

Mr. Coorrr. Yes, sir. 

Mr. Naventron. Mr. Cooper, everyone down at CCC has not always 
been quite this sure about the legality of these transactions, have they ? 
Has there not been some question expressed that the transactions 
might be subject to question 4 

Mr. Coorrr. Yes, I think so. 

Mr. NauGuTron. So that it is the feeling that while you think they 
are legal, that they are not entirely free from question 4 

Mr. Cooper. Well, there have been certain people in the adminis- 
trative side who have raised the question as to what is the distinction 
between these cases and the cheese transactions. There is somewhat 
that feeling, too, I might say, in some of the trade. So they asked, 
or had introduced in the Congress a bill, H.R. 4785, aimed at just 
removing any question, so that their transactions would be above-—— 

Mr. Founrarn. Is that the Belcher bill ? 

Mr. Coorer. The Belcher bill, yes. 

Mr. Naveuron. It is true, is it not, that there was a meeting between 
CCC officials and the dairy trade last fall and did not you yourself at 
that time express the possibility that there might be some question 
as to this? 

Mr. Coorrr. I said I could not guarantee that there would be no 
question. In fact, we are sitting here and I am listening to questions 
into the integrity of these transactions. I could not guarantee to any 
contractor that you will not go into every transaction in question from 
beginning to end. 

Mr. Founrarn. I do not think a lawyer can give that guarantee. 

Mr. Coorrr. No. 

Mr. Bercer. That is the thing I think needs to be brought out here, 
Mr. Chairman. That I am sure that conscientiously our own legal 
department thought the cheese transaction was all right. 

Mr. Coorrr. I also stated at that meeting that in my opinion these 
export transactions were valid. 

Mr. Navucuron. Yes. However, despite the fact that these trans- 
actions are at least subject to question, you did not write a legal opin- 
ion as to their validity prior to going into these transactions? 

Mr. Berger. I ask you what good would it do? 

Mr. Navcuton. It might perhaps give you some foresight rather 
than hindsight as to the legality of the transactions. 

Mr. Brrcer. We recognize the problem but we do not. know how to 
export and not have the problem. 

Mr. Naveuron., Mr. Berger, have you read the subecommittee’s re- 
port adopted by the full committee on July 27, 1956, regarding the 
cheese transactions? 

Mr. Bercer. I have not. 

Mr. Naveuron. Of course these transactions cost the taxpayer 
some $214 million which it looks like we will get back, and the sub- 
committee spent a considerable amount of time studying it. 
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Mr. Bercer. I recognize that. 

Mr. Nave 4 But you did not read the report / 

Mr. Bercer. I did not. I sat with you many days while it was 
being discussed here in the committee. But I did not take time to 
read the report because I have too many to read them all. 

Mr. Naveiron. The subcommittee made some recommendations as 
to its findings which covered slightly less than one page, of course you 
did not read these either ? 

Mr. Bercer. No, sir. 

Mr. Naveuton. Did you read them Mr. Cooper ? 

Mr. Coorer. Yes. 

Mr. Navueuton. Do you recall Recommendation No. 3, which js 
as follows: The subcommittee recommends that the Department of 
Agriculture take such action as is necessary to prevent unauthorized 
payments by the Commodity Credit Corporation in the future. The 
subcommittee specifically recommends that (a) legal approval be 
given in writing on other than routine matters; (b) propositions of 
questionable legality be submitted to the General Accounting Office 
by the Commodity Credit Corporation prior to any expenditure of 
funds. 

Let me ask you, Mr. Cooper, did you think those recommendations 
were worthy of following? 

Mr. Coorrer. I assume ‘they are if the committee made them. 

Mr. Naveuton. Why did you not follow them? 

Mr. Coorer. We were not requested for an opinion. 

Mr. Navcuton. The recommendation says that the Commodity 
Credit Corporation should submit questions to the General Aceount- 
ing Office. 

Mr. Cooper. Well, it says we shall submit——write on questionable 
ones. I have no doubt as to the validity of this. 

Secondly, when we have questions of this type we usually address 
them to the Attorney General. 

Mr. Naveuton. Well, did you submit this to the Attorney General! 

Mr. Coorrr. Not this particular one. He has reviewed others of 
our export programs, similar. 

Mr. Naventon. And of course the Attorney General also concurs 
with the committee with respect to the previous purchase-resale 
transactions, not the ones under discussion now ? 

Mr. Cooper. Yes. 

Mr. Naveuron. I guess the Department still contends those earlier 
ones are legal ? 

Mr. Coorer. Yes, sir. 

Mr. Naveuton. If you decide to get into a new type of purchase- 
resale program next week, do you think that you will then ask the 

Attorney General or the C omptroller General for an opinion or will 
you write a legal opinion | yourself in advance ? 

Mr. Coorrr. Every time we—every time that we initiate a new 
program we write an opinion with respect to it, or any time there is 
a major change in a program we write an opinion with respect to that 
change. 

Mr. Bercer. Mr. Chairman. 

Mr. Founrarn. Mr. Berger? 
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Mr. Bercrr. In regard to the General Accounting Office, we have 
General Accounting Office people in our offices all the time, watching 
all these programs. 

Mr. Fountarx. What he was asking was whether you sought the 
opinion of the General Accounting Office or the Attorney General 
prior to the initiation of these partic ular transactions we have been 
discussing. 

Mr. Bercer. That, of course, I cannot answer for him. But I can 
say they are certainly there w atching these transactions all the time. 
They are in our offices daily. 

Mr. Founrarn. You yourself did not request an opinion either from 
the Attorney General or the General Accounting Office 1 in connection 
with these transactions we have been discussing toda y? 

Mr. Bercer. That is true, I have not. It ‘has been discussed with 
them, they have told us that they have felt that it was perfectly all 
right to continue doing what we were doing on an export basis. 

Mr. Founrarn. W ho told you that? 

Mr. Bercer. The General Counsel's Office. 

Mr. Fountain. Of the Department of Agriculture? 

Mr. Bercer. That is right. 

Mr. Nauenron. With “respect, Mr. Cooper, to the Borden transac- 
tions alone, wherein there was a condition placed upon the sale, let me 
repeat, at this time, some of the same questions that Congressman 
Holtzman asked you in 1955 and see whether your answers would be 
any different. 

Congressman Holtzman prefaced his questions by getting on the 
record that it was your intention that the purchase of the commodity 
involved should be a full and complete purchase, transferring owner- 
ship in every sense of the word. 

Now, was it your intention in connection with the purchase of dry 
milk from Borden that it should be a full and complete purchase 
transferring ownership in every sense of the word 

Mr. Coorer. Yes, sir. 

Mr. Navenron. All right. Now at the moment you acquired title, 
what if anything could you have done with that cheese ? 

Mr. Coover. We effected upon that cheese the condition that it be 
exported. 

Mr. Navenron. IT should have said dry milk, I am sorry. 

Mr. Coorer. I mean dry milk, sorry. We imposed upon that 
cheese—that dry milk, we imposed upon the dry milk the require- 
ment that it be exported. 

Mr. Founratn. Any other requirements ? 

Mr. Coorrr. That it had to be exported to approved countries and 
that it had to be exported within a definite period of time. 

Mr, Naveuton. Of course that condition had already been imposed 
in the prior sale to the Borden concern, had it not, so it was not done 
after you acquired title? 

Mr. Coorrr. It was imposed through the title passing to us. 

Mr. Navenron. It was imposed through the contract that you had 
with the Borden Co. ? 

Mr. Coorrr. That is right. 


Mr. Navenron. And you had no alternative as to that at that 
time ? 
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Mr. Coorer. That is right. 

Mr. Naventon. Mr. Holtzman said in 1955— 
could you move that cheese— 
I speak now of DA-112. 
Mr. Cooper. No, sir; under the terms of the contract. 


Is that still true as to the dry milk? 

Mr. Cooper. Under the sales I am not sure whether we took pos- 
session or not, I do not know. 

Mr. Nauauron. It stayed in store in the New York plant of the 
Borden Co. ? 

Mr. Coorer. It probably did. 

Mr. Naucuron (continues reading) : 

Mr. HoitrzMAN. You had no right to change the form of that cheese at any 
time? 

Mr. Cooper. No, sir. 

Is that true with respect to the dry milk ? 

Mr. Cooper. Yes. 

Mr. Navueutron (continues reading) : 

Mr. HortzMAn. You could not sell it to anyone else, could you? 

Mr. Cooper. No, sir. 

Mr. Coorrer. We had a prior sale on this which we did not have 
there—we had a prior sale of milk to Borden’s against which this 
was being acquired to fulfill. 

Mr. Nauenuron. So that you could not sell the dry milk concerned 
to anyone else? 

Mr. Coorer. Well, if I did I probably would have to pick up some 
extra milk to sell under my previous sale contract. 

Mr. Navucnuton. And you were not buying dry milk in 1-pound 
packages and had no expectation of acquiring any milk in 1-pound 
packages ? 

Mr. Coorer. We were not normally buying except for export. 

Mr. Naventon. Under donation programs ? 

Mr. Coorer. We are doing it under this program, we did it. 

Mr. Naverron. You could not keep the dry milk, is that correct! 

Mr. Cooper. No, not if we complied with our contract of sale. 

Mr. Naveuton. Mr. Holtzman said: 

So that even though you tell us today that you had title and ownership, there 
was absolutely nothing which you could do with respect to that cheese. Is that 
correct? 

Mr. Cooper. That is correct. 

Mr. Coorrer. With respect to this milk we did require it, could re- 
quire it, and had required it, to be exported. 

Mr. Naveuron. But you had already required that in your previous 
contract ? 

Mr. Cooper. That is correct. 

Mr. Navenron. You could not exercise any freedom of choice with 
it? 

Mr. Coorrr. That is correct. We have imposed upon this transac- 
tion through the purchase and the sale the requirement of exportation, 
as accomplishing a removal from the domestic markets. And that 
is why I point out that this is quite valid as a transaction under our 
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charter powers. What Mr. Holtzman was questioning me about was 
with respect to purchases under the Agricultural Act of 1949 and the 
limitations there. 

Mr. Fountarn. And what you have said this morning is that even 
though the courts have held, aside from that, that you have got other 
authority to engage in the transactions 

Mr. Coorer. In export trade, in export trade. 

Mr. Fountain. In export trade. 

Mr. Langen. 

Mr. Lancen. No questions. 

Mr. Founrarn. Any other questions? 

Mr. Naveuton. No. 

Mr. Fountain. Well, that seems to end this particular phase of 
our series of hearings. I want to thank you gentlemen for coming 
up and giving us the benefit of your information in connection with 
these new transactions and other matters we have discussed. And 
we will let you know later when we would like for you to come 

gain. 
“ie. Berger? 

Mr. Brercer. Mr. Chairman, for the record I would like to thank 
you kindly for giving me the opportunity of taking off this morning 
to attend the Taft Memorial ceremony. It is very nice of you, and 
I appreciate it. 

Mr. Fountain. I regret very much that I myself could not attend. 
I would like very much to have attended. 1 was a great admirer 
of Senator Taft who, I think, was a very great man. 

Mr. Bercer. I knew the man very well myself and I do appreciate 
your courtesy. 

Mr. Founra1n. The subcommittee stands in recess until further call 
of the chairman. 

(Whereupon, at 12:50 p.m., the subcommittee was adjourned subject 
to call of the Chair.) , 














INVESTIGATION OF THE COMMODITY CREDIT 
CORPORATION 


Part II—Export Transactions 


WEDNESDAY, MAY 13, 1959 


House or REPRESENTATIVES, 
[NTERGOVERNMENTAL RELATIONS SUBCOMMITTEE 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met at 2:40 p.m., Hon. L. H. Fountain (chairman 
of the subcommittee), presiding. 

Present : Representatives L. H. Fountain Neal Smith, Florence P. 
Dwyer, and Odin Langen. 

Also present: James Naughton, subcommittee counsel. 

Mr. Founrarn. The subcommittee will come to order. 

Let the record show that a quorum is present consisting of Mr. 
Smith, Mrs. Dwyer, and the chairman. 

By delegation of the Committee on Government Operations, the 
Inter-Governmental Relations Subcommittee has responsibility for 
examining the operations of the Department of Agriculture at all 
levels with respect to economy and efficiency. 

Briefly our job is to follow the appropriated dollar and do our best 
to see that the taxpayer’s dollars are being spent carefully and 
effectively. 

Our hearing today is one of a series concerned primarily but not 
exclusively with the operations of the Commodity Credit Corporation. 

We are interested today really in getting an education, in obtaining 
information concerning transactions under title I of Public Law 480 
and particularly information with respect to price review activities. 

Since most of our witnesses have previously testified I won’t take 
time to go into detail concerning the matters discussed at our previous 
hearings. 

However, additional details on the subject matter of each previous 
hearing can be found in the opening statement at the beginning of 
the hearing. 

As I indicated at our last hearing, some of the earlier hearings by 
this subcommittee such as those on the cheese transactions and on 
procurement of polio vaccine have resulted in litigation. While I 
want to make it clear that I am neither predicting nor suggesting that 
litigation will result from the present lacoste there is always that 
possibility and consequently I think it would be advisable that testi- 
mony be taken under oath. I am going to ask each witness to identify 
himself and be sworn at the beginning of the testimony. 
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We have previously inserted in our record some information cop. 
cerning the general nature of activities under title I, Public Law 480, 

Howe ever, “I think it might be helpful to some of us on the com. 
mittee and to those who read the record of our hearings and those 
in the audience if we took some time this afternoon to get a brief 
description of just how a transaction under title I is carried on. So 
at this time I would like for an appropriate representative of the 
Department to give us a brief description of the general nature of 
transactions under title I covering such aspects as the purposes of 
the program, the manner in which it works and so forth. 

After this description, I will yield time for questioning to any of 
the committee members who may want to clear up any points which 
are not quite clear to them. 

Which one of the witnesses from the Department would prefer 
or would be most appropriate to describe the general nature of title] 
transactions ? 

Mr. Porvermacuer. Mr. Tierney of our Foreign Agricultural 
Service might be best equipped to answer that question. 

Mr. Founrary. I might say that right at this point we are not 
so much interested in information on price review activities as we are 
in general bac ker ound information about the transactions themselves, 

So. please give your full name for the record and raise your right 
hand, Mr. Tier ney. 

Do you solemnly swear the testimony you are about to give at this 
hearing will be the truth, the whole truth and nothing by the truth, 
SO help: you God? 

Mr. Trerney. I do. 

Mr. Fountarn. Thank you and you may go right ahead. 


TESTIMONY OF DAN L. TIERNEY, DIRECTOR, PROGRAMS OPERA- 
TIONS DIVISION, FOREIGN AGRICULTURAL SERVICE 


Mr. Trerney. My name is Dan L. Tierney and I am Director, Pro- 

grams Operations Division, Foreign Agr icultural Service 

Mr. Founratn. How long have you been in that Service, Mr. 
Tierney ? 

Mr. Trerney. About 5 years, sir. 

Mr. Fountatn. Where were you before you went there? 

Mr. Tierney. I was on Plum Island with the Agricultural Re- 
search Service. 

Mr. Founratn. You have been in Government service how long! 

Mr. Trerney. About 21 years. 

Mr. Founratn. Thank you. 

You may go right ahead from the beginning. 

Mr. TrERNEY. Although, I have no direct responsibility for the 
development or negotiation of agreements under title I, Public Law 
480, I can furnish a brief explanation on the subject. 

Mr. Founratn. We may ask some specific questions designed to 
clarify anything which might not be clear later on but right now 
we would like a description of the general nature of title I transae- 
tions, including especially the purpose of the program, the manner 
in which it works and so forth. 
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Mr. Tiernry. The primary purpose of the title T agreement is 
to export surplus agricultural commodities in quantities over and 
above normal dollar sales. 

In other words, we develop title I agreements so as not to interfere 
with the normal markets of the United States or countries friendly 
to the United States. 

Briefly, an agreement request may come about through one of two 
ways. (1) The particular friendly nation as defined in the act, title 
I, makes a request to our Government, either through our agricultural 
attaché, through the State Department or through the Department 
directly, or (2) we in the Department after analyzing the needs of a 
given country, propose such a program to that country. The vari- 
ous safeguards required under the act are taken into account in the 
negotiation of the agreement. , mi Cy 

I am being very brief but when agreement is reached it is signed 
on behalf of our Government by our Ambassador and on behalf of 
the other government by their responsible people. 

The commodity composition of an agreement is based on the sur- 
pluses that we have and the needs that they have. It involves, of 
course, an assessment of crops and the foreign country’s production 
and import requirements. The differences in their crop seasons are 
also involved. 

In other words, their season may not be the same as ours. 

Our interest also is to assist in the economic development of the 
country we are doing business with, with the hope that eventually it 
will become a dollar market, which we are primarily interested in. 

Sales for foreign currency as far as the Department is concerned 
are of secondary interest to sales for dollars. 

Mr. Founrary. Generally speaking are the mechanics of your pro- 
gram satisfactory ? 

Mr. Tierney. I think they are. 

We are continually examining what we do and try to improve as 
we go along. 

Where we find errors, mistakes in judgment or whatever you might 
want to call them, we take action to improve them as best we can. 

Mr. Naventron. Mr. Tierney, along that line have you found any 
significant weaknesses in your procedures since 1954 that you have 
corrected ¢ 

Mr. Trerney. From the standpoint of my operations, the most im- 
portant aspect I think that we have gone into is sales of bulk grain on 
acost and freight basis. 

As a result of examining those sales, we found they were raising 
difficult oe relating to price review. 

Therefore, we have changed procedures on bulk commodities so that 
they must be made on an f.o.b. basis where we, as a department, have 
a better opportunity to look at the prices. 

Mr. Navenron. The reason for the change is that when sales are 
made on a cost and freight basis which is a price quoted by the ex- 
porter for the commodity delivered at the foreign port, there are 
actually two components in that price, the f.o.b. price plus the freight ? 

Mr. Tierney. Correct. 

_ Mr. Naverron. And, because of the difficulty of separating the two 
it was difficult to make a price analysis ? 
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Mr. Tierney. It was impossible to separate them. 

Mr. Naveuron. It was impossible to separate them ? 

Mr. Tierney. Because it was ac. & f. contract. 

in financing the contract on the basis of the c. & f. price, jf th 
total price withstood price review, there was no way we could get : 
the components. The total price may be in line even though the grain 
may have been higher or the freight lower, or vice versa. Mr. Wirin 
of the CSS fiscal has worked on this more than I have since it is a 
price review function and I work closely with him. From the stand. 
point of FAS, I am sure he can offer a more technical explanation than 
Tecan. 

Mr. Naveuton. I think we can get into this in more detail later on 

Are there any other significant changes that have been made? 

Mr. Tierney. Right now we are working on a revision of our regu. 
lations. For example, we recognize in our operations that there js 
a possibility of affiliates realizing a greater profit than they should 
have. 

We are now incorporating changes in the regulations to correet this, 

Mr. Naveuton. I believe these two changes you have described to 


us are the same ones that Mr. Wirin may have described at our 


previous hearing. 

Mr. Tierney. Mr. Wirin and I work very closely on program 
regulations. 

Mr. Naveuron. There was one other one and if there are only those 
three, I do not think we need to go over it again. f 

Mr. Trerney. That is right. 

Mr. Fountain. Do the members of the committee want to ask any 
questions at this time? 

Mrs. Dwyer. No questions. 

Mr. Fountarn. Mr. Smith? 

Mr. Smiru. I have no questions. 

Mr. Fountatn. Title I transactions are of course financed by the 


Department with tax funds. What other features, if any, distinguish | 


title I transactions from normal commercial transactions 4 

Mr. Trerney. There should be none, with the exception of the dollar 
financing we arrange. The payment to the U.S. exporter is arranged 
in dollars through U.S. banks. 

In other words, it is just like a commercial sale except that it must 
be presented to the banks for financing in accordance with the title 
I, Public Law 480 regulations. 

We lay down a certain amount of minimum ground rules in our 
purchase authorization. 

Mr. Founrarn. I notice Public Law 480 states in its policy declara- 
tion that sales are intended to be— 

In excess of usual marketings and Public Law 480 sales are made almost entirely 
to countries that do not have or are unwilling to spend dollars to purchase 
agricultural commodities from the United States. 

Is that correct ? 

Mr. Trerney. Yes, sir. 

This is taken care of while negotiating the agreement. The people 
who negotiate the agreements establish what they believe should be the 
level of normal dollar purchases—free dollars as we call them. The 
countries with which title I programs are executed agree to buy thi! 
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amount for dollars. And we have carefully watched that such pur- 
chases are made. 

Mr. Naueuron. With respect to the fact that these sales must be 
in excess of usual marketings and that they are made to countries 
which either do not have the dollars to pay for them or would not 
be willing to spend them for that purpose. 

Mr. Tierney. Or do have the dollars. 

Mr. Naventon. They would differ from normal commercial 
transactions in that respect, because you could not handle commercial 
trade on that basis. 

Mr. Tierney. I am not sure I follow you. 
“That basis” ? 

Mr. NavueuTon. Well, the mere fact that Public Law 480 trans- 
actions must be in excess of usual marketings, would differentiate 
them from the normal trade that the United States engages in, 
would it not—the usual commercial transactions ? 

Mr. Trerney. I think that is true. 

In other words, to put it another way, we would not enter into a 
title I agreement with a country that has a good dollar exchange 
position. 

Mr. Naventon. If they had the money or if they would be buy- 
ing the commodities anyhow, you would not enter a title I trans- 


What do you mean by 


action so in that respect they differ from usual commercial 
transactions. 
Mr. Trerney. The agreement must be on a government-to- 


government basis because the usual marketing level and other com- 
mitments are obtained. The sales of commodities are, however, just 
like regular commercial sales. 

Mr. Naveutron. The procedures followed after the agreement is 
entered into do follow normal commercial procedures. 

Mr. Trerney. That is correct. 

Mr. Fountatn. Now, as I understand it, the first step in a title 
I transaction is the agreement between the United States and the 
foreign government concerned, right ? 

Mr. Trerney. Yes. 

Mr. Founrarn. How do these negotiations leading to such agree- 
ment begin? In other words, are they usually initiated by action 
of the United States or by the foreign government, or by an exporter 
or an importer who is seeking business? 

Mr. Trerney. The agreements, sir, may be initiated by, (1) the 
U.S. Government, or (2) the particular foreign government. Usually 
the foreign government makes a request through our embassy, that 
is, our State Department overseas. 

However, there is nothing that precludes an exporter from going 
to our embassy or to the foreign government suggesting the pos- 
sibility of a program. But an exporter does not come in to us, in 
Agriculture, and suggest such a program. At least they have not to 
my knowledge. 

Mr. Founrarn. All right. 

Mr. Naventon. Do you know of instances where private firms 
have actually been the real initiating factor behind title I transactions? 

Mr. Tierney. No, sir. 

Mr. Naventon. Would you say that is a common occurrence or 
would it be very rare? 
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Mr. Tierney. I would say it would be very rare. 

Mr. Navenron. In other words, private firms perform little if any 
service in initiating title 1 transactions ? 

Mr. Tierney. To my knowledge; no, sir. 

Mr. Fountain. What officials would normally participate in ne- 
gotiation of agreements ? 

Mr. Trerney. I am not responsible for this, however—— 

Mr. Naveuton. What officials in the Department of Agriculture? 

Mr. Trerney. Well, that falls under the FAS administration, Mr. 
Myers and Mr. Ioanes—who is the Deputy Administrator and Mr, 
Horae e Davis who is Director of the Program Development Diyj- 
sion and his staff. 

Mr. Founrarn. Would meetings be held ? 

Mr. Trerney. Yes, sir. 

Mr. Fountarn. Where would they meet and who would attend these 
meetings ? 

Mr. Tierney. A program is approved for negotiation by an inter- 
agency staff committee consisting of staff people of agencies repre- 
sented on the Francis Committee. These are Agriculture, State, 
ICA, Budget Bureau, Treasury, and Commerce. Other agencies 
such as Defense, Export-Import Bank, and USIA are interested j in 
using currencies. They also are on the committee. It is chaired by 
FAS. , 

The two main parts of an agreement—the commodity composition 
and the use of the foreign currency, are discussed and approved by 
this committee. 

Mr. Founrarn. I think you partially answered my next question. 

How many U.S. Government agencies would participate and who 
would have responsibility for coordinating their activities and for 
making final decision, if there was not unanimous agreement ? 

I think you have answered probably the first part of that question, 
but the latter part you might answer. Who would have responsibil- 
ity for coordinating the activities and making final decision if you 
did not have unanimous agreement ? 

Mr. Trerney. The Foreign Agriculture Service of the Department 
of Agriculture takes leader ship i in developing program requests. 

Mr. Naventon. Essentially then it would be Dr. Myers, the Ad- 
ministrator of the Foreign Agriculture Service ? 

Mr. * TERNEY. He w ould have primary eer 

Mr. Navenron. Would that be through delegation from the Sec- 
retary ¢ 

Mr. Corrman. Mr. Chairman, I think there is a slight misunder- 
standing here. 

The Department of State, the Secretary of State—my name is 
Claude Coffman of the General Counsel’s office. 

Mr. Founratn. Mr. Coffman, would you raise your right hand and 
be sworn ? 

Do you solemnly swear the testimony you are about. to give in this 
hearing is the truth, the whole truth, and nothing but the truth, so 
help you God ? 

Mr. Corrman. I do. 
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TESTIMONY OF CLAUDE COFFMAN, OFFICE OF THE GENERAL 
COUNSEL, DEPARTMENT OF AGRICULTURE 


Mr. Founrarn. Whenever anyone of you here wants to supplement 
something that has been said by another witness, please feel free to 
doso. Goright ahead. 

Mr. Corrman. The Executive orders issued by the President dele- 
gating responsibility for carrying out Public Law 480, delegate to the 
Secretary of State authority for negotiating agreements with the for- 
eign government. So as a legal proposition, 1 would say it is really 
the responsibility of the Secretary of State. 

The final decision as to whether this agreement will be signed with 
the foreign government and what goes into it are up to the Secretary 
of State. é 

Now, as Mr. Tierney has pointed out, as a matter of practice these 
things are decided by the interagency committee on an informal basis, 
and | am sure there has never been an occasion where there has had to 
be any resolutions of an issue by the Secretary of State. 

Mr. Founrarn. But the final decision is made by the Secretary of 
State if there had to be a final decision ? 

Mr. Corrman. If it was at this particular level it would be made 
by the Secretary of State. Whether he would sign such agreement 
with the foreign government or not, 

Mr. Naventron. Mr. Coffman, is this the Executive order of Sep- 
tember 14,1954. [ Indicating. | 

Mr. CorrMan. I think so. 

Mr. Fountain. We might put that in the record. 

Mr. CorrMan. Yes, that is right. 

Mr. Fountrarn. If there is no objection, we will insert this in the 
record at this time. It is from the Federal Register, volume 19, No. 
178, page 5927, September 14, 1954. 

(The document referred to is as follows :) 


FEDERAL REGISTER 
Volume 19—No. 178, page 5927, Washington, Tuesday, September 14, 1954 


TITLE 3—-THE PRESIDENT—-EXECUTIVE ORDER 10560—-ADMINISTRATION OF THE AGRI- 
CULTURAL TRADE DEVELOPMENT AND ASSISTANCE ACT OF 1954 


By virtue of the authority vested in me by section 301 of title 3 of the United 
States Code, 65 Stat. 713, and as President of the United States, it is ordered 
as follows: 

Section 1. Department of Agriculture. Except as otherwise provided in this 
order, the functions conferred upon the President by Title I of the Agricultural 
Trade Development and Assistance Act of 1954 are hereby delegated to the 
Secretary of Agriculture. 

Section 2. Foreign Operations Administration. The functions conferred upon 
the President by Title II of the Act are hereby delegated to the Director of the 
Foreign Operations Administration. 

Section 3. Department of State. (a) The functions of negotiating and enter- 
ing into agreements with friendly nations or organizations of friendly nations 
sec alte upon the President by the Act are hereby delegated to the Secretary of 
® te. 

(b) All functions under the Act, however vested, delegated, or assigned, shall 
be subject to the responsibilities of the Secretary of State with respect to the 
foreign policy of the United States as such policy relates to the said functions. 


64140—61— pt. 2——-10 
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(c) The provisions of Part III of Executive Order No. 10476 of August 1, 1953 
(18 F.R. 4537, ff.), are hereby extended and made applicable to functions pro. 
vided for in the Act and to United States agencies and personnel concerned with 
the administration abroad of the said functions. 

Section 4. Foreign currencies. (a) There are hereby delegated to the Director 
of the Bureau of the Budget (1) so much of the functions conferred upon the 
President by the Act as consists of fixing from time to time the amounts of 
foreign currencies which accrue under Title I of the Act to be used for each 
of the several purposes described in paragraphs (a) to (h), inclusive, of section 
104 of the Act, and (2) the function conferred upon the President by the lagt 
proviso in section 104 of the Act of waiving the applicability of section 1415 of 
the Supplemental Appropriation Act, 1953. 

(b) The Secretary of the Treasury is hereby authorized to prescribe regyla- 
tions governing the purchase, custody, deposit, transfer, and sale of foreign eur. 
rencies received under the Act. 

(ec) The foregoing provisions of this section shall not limit section 3 of this 
order and the foregoing subsection (b) shall not limit subsection (a) above, 

(d) Purposes described in the lettered paragraphs of section 104 of the Act 
shall be carried out, with foreign currencies made available pursuant to section 
4(a) of this order, as follows: 

(1) Those under section 104(a) of the Act by the Department of Agriculture, 

(2) Those under section 104(b) of the Act by the Office of Defense Mobili. 
zation. The functions, conferred upon the President by that section, of de. 
termining from time to time materials to be purchased or contracted for 
a supplemental stockpile is hereby delegated to the Director of the Office of 
Defense Mobilization. 

(3) Those under section 104(c) of the Act by the Department of Defense. 

(4) Those under sections 104 (d), (e), and (g) of the Act by the Foreign 
Operations Administration. The function, conferred upon the President by 
section 104(g) of the Act, of determining the manner in which the loans 
provided for in the said section 104(g) shall be made, is hereby delegated to 
the Director of the Foreign Operations Administration. 

(5) Those under section 104(f) of the Act by the respective agencies of the 
Government having authority to pay United States obligations abroad. 

(6) Those under section 104(h) of the Act by the Department of State. 

Section 5. Reports to Congress. The functions under section 108 of the Act, 
with respect to making reports to Congress, are reserved to the President. 

Section 6. Definition. As used in this order the term “the Act” means the 
Agricultural Trade Development and Assistance Act of 1954 (Public Law 480, 
approved July 10, 1954, 68 Stat. 454) and includes, except as may be inappro- 
priate, the provisions thereof amending other laws. 

Dwicut D. EISENHOWER. 

THE WHITE Houss, September 9, 1954. 

[F.R. Doc. 54-7242 ; Filed, Sept. 13, 1954 ; 9:51 a.m.] 

Mr. Fountarn. Now, you say if it becomes necessary, the final 
decision would be made by the Secretary of State. Who makes the 
decision in the event it is not necessary for the Secretary of State to 
make such decisions? 

Mr. Corrman. Well, now, here is what I meant by that: This 
interagency staff comimttee will recommend agreement with the other 
government. It would be in the form of a cable going out to the 
Embassy. 

Now, as you know, those cables are actualy signed under the name 
of the Secretary of State or whoever is acting. So that officially, the 
Secretary of State is the man who does put his name on the agree- 
ment. 

Mr. Fountain. Well, that takes care of that. In other words, he 
accepts the recommendation of 

Mr. Corrman. Of the interagency committee. 

Mr. Fountarn. Unless he wants to make a different decision. 

Mr. Corrman. Right. 





N 


st 1, 1953 
lOns pro- 
hed with 


Director 
Upon the 
ounts of 
for each 
f section 
the last 
L 1415 of 


> regula- 
eign cur- 


3 of this 
ibove. 

the Act 
0 Section 


iculture, 
» Mobili- 
1, of de- 
cted for 
Office of 


nse, 

Foreign 
ident by 
1e loans 
gated to 


'S of the 


‘ate, 
the Act, 
lent. 
eans the 
saw 480, 
inappro- 


LOWER. 


e final 
kes the 
‘tate to 


: This 
e other 
to the 


eB name 
lly, the 


agree- 


rds, he 


INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 505 


Mr. Fountarn. And he would have the authority to—— 

Mr. Corrman. He would have the authority to make a different 
decision. , 

Mr. Navewron. Does the Interagency Committee obtain advice 
with respect to making these agreements from private exporters or 
importers ¢ 

Mr. Corrman. I will turn that back to Mr. Tierney. 

Mr. Tierney. No, they do not. ; 

The Interagency Committee meetings are limited to Government 
personnel. 

Mr. Navernron. Would any of the personnel, members of the In- 
teragency Committee, obtain advice from private exporters with 
respect to these negotiations? = 

Mr. Trerney. I do not know, sir. 

Mr. Fountain. Does anyone else know? 

Would you repeat your question, Mr. Naughton ? 

Mr. Navueuon. Yes. 

I asked whether any of the members of the Interagency Committee 
on Surplus Disposal would be likely to obtain advice from private 
exporters or importers with regard to an agreement which was in the 
process of being negotiated ? at 

Mr. Putvermacnuer. I am Mr. Pulvermacher, Commodity Stabili- 
zation Service, C. G. Pulvermacher. 

Mr. Founratn. Do you solemly swear that the evidence which you 
shall present to this subcommittee shall be the truth, the whole truth, 
and nothing but the truth, so help you God? 

Mr. Putvermacuer. I do. 

Mr. Fountarn. Proceed. 


TESTIMONY OF C. G. PULVERMACHER, ASSISTANT TO DEPUTY 
ADMINISTRATOR, PRICE SUPPORT, COMMODITY STABILIZATION 
SERVICE 


Mr. Putvermacuer. I do not think we can speak for other members 
of the committee and the contacts they may have. 

I think the best answer I can give to your question is that it is doubt- 
ful that they would have any more contact than we had. If anything, 
less contact than we have at the Department of Agriculture. 

Mr. Navucuron. In other words, the private trade would have just 
about nothing to do with the establishment of these agreements. 

Mr. Putvermacuer. I would say, basically, no. 

Mr. Founrarn. Are title I transactions coordinated with 402 
activities and other Government donations and financing programs? 

Mr. Tirrney. Yes, sir. 

Mr. Fountain. By whom? 

Mr. Tierney. By their Interagency Staff Committee. That is one 
of the purposes of it. 

Mr, Fountatn. Did you describe the composition of the Inter- 
agency Staff Committee ? 

Mr. Tierney. Yes, I did. I may have left somebody out, sir. I do 
not recall. 

Mr. Founrarn. I think it is set forth in the Executive order. 











506 INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


Mr. Putvermacuer. If I may, Mr. Chairman, the ISC does have 
ICA as a member, as I recall. In the review of these country pro- 
grams, they many times look at the country in terms of the 402 pro- 
gram and the title I program. If a country has a need for agricul- 
tural commodities, there is definitely a coordination between these two 
programs to see to it that there is not an overlapping. 

Now, in addition to that, the donations under title IIT are made up 
in detail on a calendar quarter basis and are reviewed and approved 
by the ISC Committee. 

Mr. Fountrarn. What are the usual basic provisions of these govern- 
ment-to-government agreements ? 

Mr. Corrman. Mr. Chairman, I wonder if we could furnish you one 
for the record? I donot have one handy. 

Mr. Founrarn. I was asking you primarily for the benefit of the 
committee members. 

Isit very long? 

Mr. Corrman. Not very long. It has certain standard clauses 
which are required because of section 304 of the act, having to do with 
trading behind the Iron Curtain. 

It has the commodity composition. It tells the other government 
that we will finance a certain dollar value of agricultural commodities 
and states the composition of it. 

In other words, so much wheat, so much cotton, so much rice. It 
then prescribes the conditions under which the sale will be financed. 
Namely, that the other government will—that it will be done through 
purchase authorizations which the foreign government must obtain 
from the Department of Agriculture to implement this agreement. 

And then this agreement prescribes the way in which ‘the foreign 
currency derived from the sale will be deposited. 

Also at what rate of exchange. In other words, for every $2 we 
finance for, say, a bushel of wheat, how much in foreign currency has 
to be set up on the other side. 

And in addition to that, this country-to-country agreement pre- 
scribes the particular uses to which this foreign currency will be put. 
This is arrived at by agreement between the two Governments. 

The agreement does provide that the other country must fulfill its 
usual marketings from us for dollars, if they have had any marketings. 

Mr. Founrarn. If there is no objection, by way of supplement to 
what you have already said, we will insert into the record of the 
hearings a copy of one of those agreements. 

(The document referred to follows :) 


AGRICULTURAL COMMODITIES AGREEMENT BETWEEN THE GOVERNMENT OF THE 
UNITED STATES OF AMERICA AND THE GOVERNMENT OF THE REPUBLIC OF KOREA 
UNDER TITLE I OF THE AGRICULTURAL TRADE DEVELOPMENT AND ASSISTANCE 
AcT, AS AMENDED 


The Government of the United States of America and the Government of the 
Republic of Korea: 

Recognizing the desirability of expanding trade in agricultural commodities 
between their two countries and with other friendly nations in a manner which 
would not displace usual marketings of the United States of America in these 
commodities, or unduly disrupt world prices of agricultural commodities ; 

Considering that the purchase for Korean hwan of surplus agricultural com- 
modities produced in the United States of America will assist in achieving such 
an expansion of trade; 
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Considering that the Korean hwan accruing from such purchases will be 
utilized in a manner beneficial to both countries ; 

Desiring to set forth the understandings which will govern the sales of surplus 
agricultural commodities to the Government of the Republic of Korea pursuant 
to Title I of the Agricultural Trade Development and Assistance Act, as 
amended, and the measures which the two Governments will take individually 
and collectively in furthering the expansion of trade in such commodities. 

Have agreed as follows: 


ARTICLE I SALES FOR KOREAN HWAN 


1. Subject to the issuance by the Government of the United States of America 
and acceptance by the Government of the Republic of Korea of purchase author- 
izations, the Government of the United States of America undertakes to finance 
the sale to purchasers authorized by the Government of the Republic of Korea, 
for Korean hwan, of the following agricultural commodities determined to be 
surplus pursuant to Title I of the Agricultural Trade Development and Assist- 
ance Act, as amended, in the amounts indicated: 


Amount 

Commodity : (millions) 
mane QERDUN,  WENCURE: WICC aes since Si Baccarat Dune $24.5 
ON i Lilies dn Sie etc tla clahtemincc cake dclen nt tense theca Aiea atten ae 2.3 
Creel | SUSU. ek ale 2 ioe ee eee 2h 
RN cake hah tts ch cals cece hes pomn i ala A a i 1.5 
DUNN Jt eee Jedi ele oe So ie 40. 4 
Cees Tremeportauoe. .. isk i ws ess ee 9.6 
OI iio ne ee icine niente Da aa ES ance aire eee ea ais 50. 0 


2. Purchase authorizations must be issued pursuant to the above within 90 
ealendar days following the date the agreement is signed. The purchase au- 
thorization will include provisions relating to the sale and delivery of com- 
modities, the time and circumstances of deposit of the hwan accruing from 
such sale and other relevant matters. 


ARTICLE II. USES OF HWAN 


1. The two Governments agree that the hwan accruing to the Government of 
the United States of America as a consequence of the sales made pursuant to 
this agreement will be used by the Government of the United States of Amer- 
ica, in such manner and order of priority as the Government of the United 
States of America shall determine, for the following purposes, in the amounts 
shown : 

a. To procure military equipment, materials, facilities and services for 
the Korean defense forces in accordance with Section 104(c) of the Act, as 
amended, the hwan equivalent of $41.4 million. 

b. For expenditures by the Government of the United States of America 
in Korea under Section 104(f) of the Act, as amended, the hwan equivalent 
of $7.0 million. 

c. For loans to be made by the Export-Import Bank of Washington under 
Section 104(e) of the Act, as amended, and for administrative expenses of 
the Export-Import Bank of Washington in Korea incident thereto, the 
hwan equivalent of $2.0 million but not more than 25 percent of the cur- 
rencies received under the Agreemnt. Such loans will be made to United 
States business firms and branches, subsidiaries, or affiliates of such firms in 
Korea for business development and trade expansion in Korea and to 
United States firms and Korean firms for the establishment of facilities for 
aiding in the utilization, distribution or otherwise increasing the consump- 
tion of and markets for United States agricultural products. It is under- 
stood that each such loan will be mutually agreeable to the Export-Import 
Bank of Washington and the Government of the Republic of Korea. The 

sank of Korea will act on the behalf of the Government of the Republic 
of Korea in this matter. The Government of the United States of Amer- 
ica reserves the right, however, to use for any purposes authorized under 
Section 104 the hwan herein designated for loans under Section 104(e). 
2. In the event the total of hwan accruing to the Government of the United 
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States of America, as a consequence of sales made pursuant to this agreement, 
is less than the hwan equivalent of $50.0 million, the amount available for 
common defense purposes under Section 104(c) will be reduced by the amount 
of such difference; in the event the total hwan deposits exceed the equivalent 
of $50.0 million, 18 percent of the excess will be available for the use of the 
Government of the United States of America under Sections 104 (e) and (f) and 
82 percent for purposes authorized by Section 104(c). 


ARTICLE III. DEPOSIT OF KOREAN HWAN 


The deposit of Korean hwan to the account of the Government of the United 
States of America in payment for the commodities and for ocean transportation 
costs financed by. the Government of the United States of America (except excess 
costs resulting from the requirement that United States flag vessels be used) 
shall be made at the rate of exchange for United States dollars at which the 
United States Armed Forces have obtained hwan on the dates of dollar dis. 
bursements by United States banks, or by the Government of the United States 
of America or the nearest preceding date, as provided in the purchase au- 
thorization. 

ARTICLE IV. GENERAL UNDERTAKINGS 


1. The Government of the Republic of Korea agrees that it will take all 
possible measures to prevent the resale, transshipment to other countries, or the 
use for other than domestic purposes (except where such resale, transshipment 
or use is specifically approved by the Government of the United States of 
America), of the surplus agricultural commodities purchased pursuant to the 
provisions of this agreement, and to assure that the purchase of such com- 
modities does not result in increased availability of these or like commodities 
to nations unfriendly to the United States of America. 

2. The two Governments agree that they will take reasonable precautions 
to assure that sales or purchases of surplus agricultural commodities pursuant 
to this Agreement will not unduly disrupt world prices of agricultural com- 
modities, displace usual marketings of the United States of America in these com- 
modities, or materially impair trade relations among the countries of the free 
world. 

3. In earrying out this Agreement the two Governments will seek to assure 
conditions of commerce permitting private traders to function effectively and 
will use their best endeavors to develop and expand continuous market demand 
for agricultural commodities. 

4. The Government of the Republic of Korea agrees to furnish, upon request 
of the Government of the United States of America, information on the progress 
of the program, particularly with respect to arrivals and conditions of com- 
modities and the provisions for the maintenance of usual marketings and in- 
formation relating to exports of the same or like commodities. 


ARTICLE V. CONSULTATION 


The two Governments will, upon the request of either of them consult regard- 
ing any matter relating to the application of this agreement or to the opera- 
tion of arrangements carried out pursuant to this agreement. 


ARTICLE VI. ENTRY INTO FORCE 


This agreement shall enter into force upon signature. 

In Witness WHEREOoF, the respective representatives duly authorized for the 
purpose, have signed the present agreement. 

Done in duplicate at Seoul, this 5th day of February, 1958. 

For the Government of the United States of America : 


(S) Walter C. Dowling 
WALTER C. DOWLING, 
American Ambassador. 
For the Government of the Republic of Korea : 
(S) Song In Sang, 
Sone In SANG, 
Minister of Reconstruction. 
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MEMORANDUM OF UNDERSTANDING BETWEEN THE GOVERNMENT OF THE UNITED 
Grates OF AMERICA AND THE GOVERNMENT OF THE REPUBLIC OF KOREA 


In arriving at mutual agreement concerning loans eligible under section 
104(e) the Governor of the Bank of Korea, or his designate, will act for the 
Government of the Republic of Korea, and the President of the Export-Import 
Bank of Washington, or his designate, will act for the Export-Import Bank of 


ington. 

iy agen of an application which the Export-Import Bank is prepared 
to consider, the Export-Import Bank will notify the Bank of Korea of the 
jdentity of the applicant, the nature of the proposed business, the amount 
of the proposed loan, the general purposes for which the loan proceeds would 
pe expended, and the probable range of (1) the interest rate, and (2) the re- 
payment period. 

Within 60 days after the receipt of such notice, the Bank of Korea will 
indicate to the Export-Import Bank whether or not the Bank of Korea is re- 
ceptive to the proposed loan. Unless within the 60-day period the Export- 
Import Bank has received such a communication from the Bank of Korea, it 
shall be understood that the Bank of Korea has no objection to the proposed 


a the Export-Import Bank approves or declines the proposed loan, it will 
notify the Bank of Korea. 

In approving a loan, the Export-Import Bank will (1) fix an interest rate 
similar to that prevailing in Korea on comparable loans, and (2) establish 
maturities similar to those of Export-Import Bank dollar loans to private 
enterprises. 

Mr. Trerney. Sometimes the agreement itself does not state the 
usual marketing. There may be an addendum or memorandum at- 
tached with the usual marketing clause. An annex but it is part of 
the agreement. 

Mr. Naveuton. To what extent is it customary to have important 
parts of these agreements contained in separate documents rather 
than in the agreement itself and what is the purpose of that? 

Mr. Corrman. My understanding is that it is very rare and the 
only occasions where I have ever known it to be done was where 
there were foreign policy reasons. ‘The stipulations in the separate 
documents are never contrary to the stipulations in the agreement 
but are usually by way of amplification of the terms of the agreement. 
The other government did not want it known, perhaps by countries 
behind the Lron Curtain, or by critics of their present government, 
that they had entered into such an undertaking. 

Mr. Navauton. The agreements, themselves, of course are pub- 
lished immediately after they are entered into and are widely dis- 
tributed, as a result. 

Mr. Corrman. I think that is right. 

Mr. Naventon. But the parts of the agreement which might be 
contained in a separate document would be kept secret? 

Mr. Trernry. If they are so classified. 

Mr. Corrman. Of that Iam not sure. Sometimes they have been, I 
believe been made public. 

Mr. Trerney. It depends on the classification. 

Mr. Corrman. That incidentally is handled completely by the State 
Department. 

Mr. Navenron. And there is no reference in the published docu- 


ment to the fact that there are additional portions of the agreement 
which are secret ? 


Mr. Corrman. No. 
Mr. Founrarn. Just as a matter of curiosity, are the documents 
embodying these agreements transmitted between the two countries? 
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Mr. Corrman. Which agreement do you have in mind? 

Mr. Founrarn. The first one. 

Mr. Corrman. The main agreement. 

Mr. Fountarn. That is right. 

In other words, is it signed here and do you then send it overseas 
and have it signed by the country with which we are dealing or is jt 
done by cablegram or how is it done? 

Mr. Corrman. I think it is signed actually by our Embassy, our 
Ambassador and whoever represents them in foreign policy whether 
it is Prime Minister—I mean Foreign Minister—it is their Foreign 
Minister that signs it. 

Mr. Trerney. We have several—a majority of them are signed over 
there by our Ambassador and whoever they designate in their goy- 
ernment. 

Mr. Corrman. If it were turned around the other way, I suppose it 
would be their Ambassador and they would sign with our Department 

of State. 

Mr. Founrarn. In other words, they are representatives of other 
countries ? 

Mr. Corrman. The agreement could be concluded here as well as 
there, yes. 

Mr. Fountatn. How is the exchange rate arrived at? As I under- 
stand that is contained in the agreement. 

Mr. Tierney. Yes, sir. 

Mr. Fountarn. Well, how is that arrived at ? 

Mr. Wirt. I have information on how it is arrived at but it is 
wholly outside our jurisdiction. I think anything we say on it, Mr. 
Chairman, is just worse than hearsay. 

Mr. Founratn. Who does determine the exchange rate? 

Mr. Trerney. It is done in the Foreign Agric ultur: ‘al Service by our 
international monetary people along with Treasur y, State and others. 

Mr. Fountain. Is there anyone here who feels qualified to explain 
how it is arrived at ? 

Mr. Putvermacuer. No. 

Mr. Chairman, I wanted to make a comment. It might be well on 
this question to have the people from FAS present who are better 
qualified to answer these questions. Now, I might explain that Mr. 
Tierney’s office—and correct me if I am wrong—after all these agree- 
ments and terms and conditions are agreed to, it is Mr. Tierney’s 
office that carries them out in terms of issuing procurement authoriza- 
tions pursuant to those agreements. If you could start from there and 
go from there at the moment and maybe at a later time bring the 
other people in on the agreement side, I think you might get more 
responsive answers. 

Mr. Founrarn. We will be glad to do that, if it is necessary. 

Does the agreement bind the United States to using foreign cur- 
rency dev eloped for certain specified purposes or is the United States 
free to use the currency for any purpose without restriction ? 

Mr. Trerney. Section 104 of the act specifies how we may use the 
currency. Asa result of discussion within the Interagency staff com- 
mittee, the currency uses are established for which our Government 
will approve the use. Then it is negotiated with the foreign govern- 
ment and that is where it stops. 











erseas 
r is it 


y, our 
rether 


reign 


1 over 
r gov- 


D0Se it 
tment 


other 
vell as 


inder- 


by our 
others. 
xplain 


yell on 
better 
at Mr. 
agree- 
rney’s 
\oriza- 
re and 
ng the 
, more 


y. 
n cur- 
States 


ise the 
T com- 
nment 
overn- 


INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 511 


When it is signed the agreement spells out the purposes under sec- 


tion 104 of the act which apply. That is how the currency must be 


used. 

Mr. Naucuron. Do you sometimes need approval of the foreign 
government before you can spend some of this foreign currency which 
has been developed ? 

Mr. TrernNey. Yes. 

Mr. Fountain. What is the next step in a 480 transaction after the 
government-to-government agreement has been executed ? 

Mr. TIERNEY. The next step happens this way: We are advised 
some 24 to 48 hours in advance of the signing of the agreement in 
order to coordinate press releases. We announce the signing of that 
agreement, indicating the agreement is signed with “X” country stat- 
ing the commodity composition of the agreement and dollar amounts. 
Then the next step is in my office. We have a contact point in the 
foreign government’s representation here and get in touch with them. 
We say, “We have agreement. We would like to talk to you about 
issuance of purchase authorizations to implement this agreement.” 

We bring them over and sit down and meet with them, determining 
their desires as to basis of purchase, beginning and ending contract- 
ing dates, their beginning and ending deliv ery dates and once that 
is done, we draft a purehi ise authorizati ion. 

Mr. Fountain. They apply for purchase authorization themselves? 

Mr. Trerney. Yes. Though we make the first move, normally. 

Mr. Fountatn. Then after the agreement has been executed, the 
next step is purchase authorization / 

Mr. Trerney. That is right. 

Mr. Fountaty. What is the usual procedure followed by foreign 
governments in making application for perenne authorization, or 

was the explanation which you just gave 

Mr. Tierney. They are supposed to present an application, but 
sometimes their people here know very little about it, so we get in touch 
with them, prepare the applications for them, consistent w with the de- 
sires of their government, if we can accept it, of course, we prepare 
it for them. 

Mr. Fountarn. To whom is the application made? 

Mr. Tierney. The application is made to the Administrator, For- 
eign Agricultural Service. 

Mr. Fountrarn. What official usually makes it ? 

Mr. Tierney. A designee of the Ambassador of the particular 
country. 

Mr. Founrarn. Isa specified form to be filled out ? 

Mr. Trerney. Yes, sir. 

Mr. Fountratn. Do you havea copy of it? 

Mr. Trerney. I do not. 

Mr. Fountaryn. Will you supply us with a copy for our records? 

Mr. Trerney. Yes, sir. 

Mr. Fountain. If there is no objection, we will include that in our 
record at this time. 

Mr. Founrarn. These are elementary questions to you who are daily 
engaged in this process, but it is amazing how few Members of Con- 
gress, including ourselves, except for our work in this field, really 
know how these operations go on. 


The application form F AS-480-1 will become a part of the record 
at this point. 
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(The document referred to follows :) 


(TO BE SUBMITTED ee 


IN QUADRUPLICATE 


Application tos 
FOREIGN AGRICULTURAL SERVICE 
U..S. DEPARTMENT OF AGRICULTURE 
FOR AUTHORIZATION TO PURCHASE SURPLUS 
AGRICULTURAL COMMODITY | 


FAS 80-1 Requesting Country | 


! Ss For use oj ap or surplus agricultural 
commodities under Title I of the Agricultural Trade 
Devel t and Assistance Act of 195h. 





3- Date of previous submission, if any. (For amended applications, this should 
completely supersede previous application): 


h. Commodity | 5. Quantity | 6. Total amount of dollar 
—- requested, 
ous 3 0. Ollars 
| 





7. Certification 


This application is made for authorization to purchase the surplus agricultural 
commodity indicated herein, under the terms and conditions specified in Title I of the 
Agricultural Trade Development and Assistance Act of 195i, attachments hereto, and any 
regulations and agreements pertinent thereto. The surplus agricultural commodity re- 
quested herein, in the quantity and dollar value stated, will be utilized for one or more 


of the following purposes: 
Check appropriate item(s): 


{£7 A. Increasing domestic consumption during the period ending 
including consumption of items manufactured from tne commodity requested herein, | 


{£7 8. Increasing stocks. 


ma C. Maintaining domestic consumption, including consumption of items manufactured, 
and stocks during the period ending because of re- 
duced domestic production or small imports from usual source(s) aue to lack of 


necessary currency or for other reasons. 


£7 D. Other 


The Government of undertakes the following: 





(1) That procurement and utilization of the commodity which may be obtained pursuant to 
this application will not cause displacement or substitution of usual marketings of 
the United States or unduly disrupt world market prices, 


(2) That the commodity obtainea pursuant to this application will not be resold or 
transshipped to other countries or used for other than domestic consumption without 
specific prior approval by FAS. 


Kuthorized signature for Teque sting country: | 17 itie: Bate: 
! 
ee 
( See reverse for Commocity and Cost detail and instructions regarding supplemental infornatia) 
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Mr. Fountain. Is approval of a purchase authorization application 
more or less automatic after you have carried on these discussions, or 
does the Department carefully examine each application ? 

Mr. Tierney. Well, actually, i in these discussions we carefully ex. 
amine it and we see to it that it is presented to us accurately in the 
first place. 

Mr. Fountarn. Otherwise, you have to send it back and waste 
lot of time? 

Mr. Trerney. We tell them what we can accept so we know in the 
beginning it will be approved. 

Mr. Fountarn. Who has responsibility for issuing the purchase 
authorization ? 

Mr. Trerney. The Administrator or his designee. 

Mr. Founratn. The Administrator of the Foreign Agricultural 
Service ? 

Mr. Tierney. Yes, sir. 

Mr. Founratn. And just to keep it chronological, will you tell us 
again what your office does ? 

Mr. Tierney. The programs operations division. We are respon- 
sible — implementing the title I Public Law 480 agreements. 

Mr. Navucuton. When you say implementing the agreement, Mr. 
Tierney , does that mean working out the arrangements for the de- 
livery of the commodities, or the terms under which they are to be 
delivered ? 

Mr. Trerney. Not the arrangements for delivery, but the terms 
under which they will be deliv ered, yes, sir. 

Mr. Naveuron. In other words, the broad outlines of the program! 

Mr. Tierney. That is right. 

Mr, Navueuron. Then the exporter and the importer come in to 
make the actual deliveries and other sections of the Department of 
Agriculture follow up to make sure there have been no violations? 

Mr. Tierney. That is correct. That is, CCC follows up on the 
U.S. side. Violations of the agreement on the foreign side fall back 
into FAS, if any exist. 

Mr. Founratn. We have already included the purchase authoriza- 
tion, haven’t we, in the record ? 

Mr. Navueuton. Not yet. Ihaveone here, though. 

Mr. Fountain. I wonder if you can describe the basic provisions 
of a purchase authorization—we will include a copy of an entire 
authorization in the record. 

(The information referred to follows :) 

Each purchase authorization regardless of commodity contains certain basic 
provisions in the special provisions to the authorization. The are (1) quantity 
(2) source of supply (3) delivery (4) contracting (5) adjustment refunds (6) 
documentation (7) deposit of local currency (8) ocean transportation and (9) 
the CSS Commodity Office. In the case of cotton there are two additional para- 
graphs (1) contracting and fixation and (2) check on quality. Of course the 
commodity authorized to be purchased will control the language used in order 
to explain the specific quality or trading factors relating to that commodity. In 
some authorizations depending upon commodity and trade practices we may spell 
out the exact quality factor that we are financing. In others, we leave that to 
the exporter and the importer (such as flour). Delivery paragraph advises the 
basis of purchase that is f.o.b., f.a.s., or c. & f. If ac. & f. authorization is 


issued the freight is included in the commodity authorization funds, therefore 
no ocean transportation authorization is issued. 
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PAS Form L80-A Conte Eo: ctiemmnnes 
(Revised 5-3-5) 
EE 
FOREIGN AGRICULTURAL SERVICE 
U. S, DEPARTMENT OF AGRICULTURE 
WASHINGTON 25, D.C. 


AUTHORIZATION TO PURCHASE 
SURPLUS AGRICULTURAL COMMODITIES 
WITH FOREIGN CURRENCY 
(TITLE I, P.L. 480) 


a 


The Government of Pacistan is hereby authorized to contract 
for, in the United States, through persons or agencies designated by such Government, the 


agricultural commodity named below, subject to the terms and conditions specified herein, 
and to use the authorization number assigned hereto for contracts entered into pursuant to 
this authorization. § +->.24 urder the agreement of Nov. 26, 1958. 
ee. ae 
Authorization number Amount authorised (thousands of dollars 


Previous to : Increase ; Decrease ;: To to date 


“—- oe 


a, 7 t : : 
eee - s 75509 1 0 s 7,549 
: 3 s 
Description of commodity Contracting period iene 


deserited in Section 1 of the attached 
Special Provisions) 


: 
: 
aes ia From: J 2, 1959T0: May 30, 1959(incl.) 
Scyoean O1L acd/or Cottonseed O11 (as \E a : ) ,_1959( . 
Svy2ean vin acd/o: U \os “Ts very per 
: 
: 






FromsJan- 22, 1959 fo; June 


1. Commodity Credit Corporation will finance the procurement of the above commodity by 
issuing Letters of Commitment, not in excess of the amount indicated above, to United 
States banking institutions designated by the accepting government. 





2, Uless otherwise specified hereon or in the special provisions attached hereto, this 
authorization replaces any previous authorization bearing the same number, 


3, This authorization is based on Application No. 15-403, dated pec. 2058 r 
The representations, assurances and conditions set forth in that SSriartes are 
incorporated herein. 


. This authorization is made under and is subject to the provisions of Regulations 
Governing the Financing of Commercial Sales of Surplus Agricultural Commodities for 
Foreign Currencies (21 Federal Register 1,31) and any amendments thereto in effect on 


the date hereof, and to the special provisions attached hereto, pages) 





signature Lor e stravor, : of 0 ssuances 


Foreign Agricultural Service 
U.S. Department of Agriculture 


$ January 15, 1959 

: 

. mat  ° °°: 
; danuaky 15, 195 





REQUEST AND ACCEPTANCE: The f ing described in this Authorization is hereby requested 
and the terms and conditions set ‘forth herein are hereby accepted, 






Authorize: ture 
For the Government of Pekistan Date: January 15, 1959 
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AUTHORIZATION No. 15-40 SoyBEAN OIL AND/OR COTTONSEED OIL 
(Country: Pakistan) 
SPECIAL PROVISIONS 


1. Quantity and specifications.—Approximately 20,000 metric tons (basis re. 
fined soybean oil in drums) but not limited to that quantity of soybean oil and/or 
cottonseed oil in bulk, or 55 gallon drums. 

2. Source of supply.—The soybean oil and/or cottonseed oil exported must 
have been processed from soybeans and/or cottonseed produced in the continenta) 
United States. Commodity Credit Corporation (hereinafter referred to as CCC) 
has no stocks of cottonseed oil at this time and no stock of soybean oil. 

3. Delivery—To importer, c. & f. or ¢c.i.f. Pakistan port(s), or f.o.b. or f.a.s. 
vessel, U.S. port(s). Shipments from U.S. port(s) may be made on or after 
7 calendar days after date of issuance of this authorization but not later than 
June 30, 1959. 

4. Contracting.—Only contracts entered into between importers and suppliers 
on or after 7 calendar days after the date of issuance of this authorization and 
on or before May 30, 1959, will be eligible for financing hereunder. The accepting 
government shall instruct its importers to contract for the purchase of the com. 
modities hereunder on the basis that— 

(a) In requesting offers, the importer shall not preclude exporters from 
offering the commodity for shipment from any U.S. port(s). This require. 
ment shall not preclude the importer form accepting offers on the basis of 
shipment from U.S. port(s) which result in the lowest total landed cost 
of the commodity. 

(b) Payment shall be made under irrevocable letter(s) of credit issued, 
confirmed or advised by banking institution(s) in the United States. 

(c) Contracts shall be based on the following: 

(i) Quality: In the case of cottonseed oil, quality description shall 
be as defined in the National Cottonseed Products Association rules 
that are in effect on the date the contract is made, as defined in Fed- 
eral specification No. JJJ-S-30, (salad oil, vegetable), or as defined 
in Federal specification No. EE-S-321 (shortening), as amended. In 
the ease of soybean oil, quality description shall be as defined in the 
trading rules of the National Soybean Processors Association that are 
in effect on the date the contract is made, or as defined in the above- 
mentioned Federal specifications. 

(ii) Containers: Contracts for oil in drums shall specify whether 
new or used drums are to used as containers for oil supplied under 
the contract. 

(iii) Weight: Weight shall be determined in the United States by a 
licensed weighmaster, in accordance with the procedure required by 
subsection (v). 

(iv) Sampling and chemical analysis: Samples shall be drawn by a 
licensed sampler, licensed inspector, or by the Inspection Branch of the 
Grain Division, Agricultural Marketing Service, USDA. Sampling of 
the soybean and/or cottonseed oil shall be performed in accordance with 
American Oil Chemists Society official method C 1-47 (Formerly C 1-41, 
revised November 1947) and any amendments thereto. Chemical analy- 
sis shall be performed and certified by the Inspection Branch of the 
Grain Division Agricultural Marketing Service, USDA, or by a com- 
mercial laboratory. Chemical analysis shall be performed in accord- 
ance with procedures required by subsection (v). 

(v) Procedure for weighing and analysis: Weighing and analysis 
shall be performed in accordance with procedure prescribed in the 
trading rules of the National Soybean Processors Association, or in the 
trading rules of the National Cottonseed Products Association. 

(vi) On ec. & f. or c.if. sales the cost of ocean transportation shall 
be financed under this authorization only if authorized by CCC form 
106. On f.o.b. or f.a.s. sales, the cost of ocean transportation will not 
be financed under this authorization. 
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(vii) On ec. & f. or ¢.if. shipments where CCC form 106 authorizes fi- 
nancing of ocean transportation, if the contract provides for price ad- 
justment to cover the shipment of the commodity via optional routes, 
the discharge of the commodity at optional ports, or for any other option 
arising from ocean transportation, the initial financing by CCC will be 
at the lowest contract price. Any additional amount of ocean trans- 
portation due the supplier, after settlement of the cost of ocean trans- 
portation with the ocean carrier, will be financed by CCC upon presenta- 
tion of the documents required by section 11.9(a) (7) of the regulations, 
and the ocean carrier’s certification as to the actual route, the actual 
discharge port or ports, or with respect to the exercise of any other 
option provided for in the contract. 

(viii) All contracts shall refer to this authorization. 

5. Adjustment refunds.—All claims by importers for adjustment refunds will 
be handled in accordance with paragraph 11.4(d)(5)(i) of the regulations. 
The accepting government shall arrange for payment to CCC in U.S. dollars at 
the end of each calendar quarter of such amounts. 

6. Documentation—In addition to the documentation specified in section 
11.9(a) of the regulations, the following documentation will be required for 
reimbursement : 

(a) One copy of a weight certificate issued by a licensed weighmaster in 
the United States. 

(b) One copy of a commodity inspection certificate issued by the Inspec- 
tion Branch of the Grain Division, Agricultural Marketing Service, USDA; 
or one copy of a chemical analysis certificate issued by a commercial labora- 
tory which shall bear the following certification : 

“The undersigned hereby certifies that the chemical analysis certifi- 
eate was issued as a result of the analysis of samples received from 
(licensed sampler or licensed inspector), and that such chemical analysis 
was performed in accordance with the procedure prescribed in the trad- 
ing rules of the National Soybean Processors Association, or in the trad- 
ing rules of the National Cottonseed Products Association.” 

(c) If the chemical analysis is performed by a commercial laboratory, one 
copy of a certificate of a licensed sampler or licensed inspector stating that 
samples were drawn in accordance with American Oil Chemists Society offi- 
cial method C 1—47 (formerly C 1-41, revised November 1947) and any 
amendments thereto, and stating that such samples were delivered to 
(laboratory ). 

(d) In the case of oil shipped in drums, one copy of a certificate issued 
by a licensed weighmaster or licensed inspector stating that the drums are 
new or used, as required by the contract, and that such drums are suitable 
for export shipment of the soybean oil and/or cottonseed oil. 

(e) In addition to the information required by section 11.9(a) (3) of the 
regulations to be shown on the supplier’s detailed invoice, such invoice shall 
contain the following certification, signed by the supplier: 

(i) “The undersigned hereby certifies that the importer’s request pur- 
suant to which the commodity covered by this contract was offered did 
not preclude such offer from being made for shipment from any U.S. 
port (s).” 

7. Deposit of local currency.—The accepting government shall arrange for the 
deposit with the U.S. Disbursing Officer, U.S. Embassy, Karachi, Pakistan, of an 
amount of Pakistan rupees equivalent to dollar disbursements by U.S. banking 
institutions or by CCC at the rate of exchange for U.S. dollars generally ap- 
plicable to imports (except imports granted a preferential rate) in effect on the 
date of each such dollar disbursement. Deposits shall be made in accordance 
with section 11.4(d) (10) of the regulations. 

The documentation to be furnished by the accepting government to the U.S. 
Disbursing Officer for each deposit shall be in duplicate and shall show the 
number of this authorization, the date and amountt of the related dollar dis- 
bursement, the exchange rate applicable to the deposit, and the amount of rupees 
deposited. 

8. Ocean transportation.—Unless otherwise authorized by the Director, Trans- 
portation and Storage Services Division, Commodity Stabilization Service, U.S. 
Department of Agriculture, Washington 25, D.C., at least 50 percent of the 
tonnage of the soybean and/or cottonseed oil purchased hereunder will be re- 
quired to be shipped on privately owned U.S.-flag commercial vessels in accord- 
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ance with the provisions of Public Law 664, 83d Congress. Advance approya] 
of charters and bookings must be obtained. This may be done by telephone 
(Republic 7-4142, extension 4314) or telegram provided CCC Form 105 ¢op. 
firming the information supplied by telephone or telegram is furnished promptly, 
CCO Form 106, “Advice of Vessel Approval,” will be issued by USDA for eae) 
vessel approved and will indicate whether or not the cost of ocean transportation 
thereon will be financed by CCC. 

9. CSS Commodity office—The CSS Office which will administer this finance} ing 
operation on behalf ot a is: CSS Commodity Office, U.S. Department of 
Agriculture, 120 M: Wirth Building, New Orleans 16, La. 

Mr. Trerney. First is the name of the country to which it is being 
issued. The number of the authorization. The amount authorize 
in dollars, which is the controlling amount rather than any specific 
quantity. The quantity isan approximation. The description of the 
commodity. The contracting periods and the delivery per iods, that is 
both beginning and ending dates. The date of or iginal issuance and 
the date of this issuance. 

Next is the signature by the department, by the U.S. Government, 
and of course the acceptance by the foreign government. 

Then attached to each authorization is a set of special provisions 
which lay down the ground rules under which the foreign buyer may 
buy, and the U.S . exporter may sell in order to obtain financi ing under 
title I. 

Mr. Naueuton. At that point, Mr. Tierney, any transaction be- 
tween a buyer and a seller, or an exporter and an importer, which was 
not in accordance with the provisions of the purchase authorization 
would not be eligible for financing; am I right? Supposing they 
set certain dates within which the transactions could occur, and an 
exporter and an importer had a transaction 2 months earlier, or | 
months later, that would not normally be eligible for finance ing? 

Mr. eee, It is not normally eligible for finance ing, yes, sir. 

Mr. Naventon. Do you sometimes waive the provisions of the 
purchase e authoriz: ition? 

Mr. Tierney. We have waived the provisions of the purchase au- 
thorization in connection with deliveries where we know vessels have 
been scheduled, but delays because of unforeseen difficulties, acts of 
God, et cetera. In such cases we have extended the delivery date pe- 
riods of time. 

Mr. Corrman. Excuse me. Let me interject here. Do you mean 
we have waived them or we have extended the time? 

Mr. Trerney. We have actually extended the time. We amend the 
authorization. 

Mr. Corrman. So that the record will be correct, what we did in 
those c: a was extend the time for delivery to be made. 

Mr. Naveuton. Have you ever amended the authorizations after 
& pt articul: ir’ exporter: is already in a position where he can’t comply! 
Or let’s say that the last date eligible for delivery on a purchase au- 
thorization was May i and an exporter comes to you on May 2 and 
says “I can’t make it.” Have you ever amended them retroactively! 

Mr. Trernty. I have no recollection of making or recommending 
such an amendment. I wouldn’t recommend such an amendment. 

Mr. Naveuron. Who has the authority to recommend amendment 
of PA’s? 

Mr. Trernry. I would have, in my own job. 

Mr. Naventon. By delegation ? 
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Mr. Tierney. By delegation. In connection with that, I mean if 
{ make recommendation for amendment I have certain clearances that 
must take place. I can’t do it by myself. I make the recommenda- 
tion and I clear it through the interested commodity divisions, both in 
Foreign Agricultural Service and Commodity Stabilization Service. 

Mr. Founratn. Who has responsibility for determining the pro- 
visions gr . 

Mr. Trerney. Determining the provisions of the authorizations? 

Mr. Fountain. Yes. 

Mr. Trerney. That rests in Foreign Agricultural Service. 

Mr. Fountain. Does the Administrator personally decide upon the 

rovisions 

Mr. Trerney. No, sir. 

Mr, Founrarn. Who does? 

Mr. Trerney. The overall title I regulations are issued by the Secre- 
tary. We follow regulations as they relate particularly to a given 
commodity or a given situation. The inclusion of other terms in a 
purchase authorization is made after consultation with the interested 
commodity division in FAS and interested divisions in Commodity 
Stabilization Service. 

Mr. Fountarn. What criteria are used in deciding upon the pro- 
visions ? 

Mr. Trerney. Normal commercial trade practices. 

Mr. Fountain. Normal commercial trade practices? 

Mr, Trerney. Yes. 

Mr. Founrarn. Do purchase authorizations usually follow a stand- 
ard form for each commodity, or do you develop new provisions in 
each case ? 

Mr. Trerney. For each commodity it has a general standard form, 
standard procedure; yes, sir. 

Mr. Naueuton. Mr. Tierney, so that we have a clear understanding 
of the process for amending purchase authorizations, are you usually 
the one who would recommend on every purchase authorization as to 
whether or not it is to be amended, or have there been instances where 
authorizations have been amended without your recommendation that 
it be done ? 

Mr. Trerney. No, sir. 

Mr. Naueuron. There has never been an amendment made without 
your recommendation ? 

Mr. TrerNey. Yes; there has. In other words, I would have to 
agree with it. I would agree with it, for the Foreign Agricultural 
Service. 

Mr. Naveuton. Who would initiate the recommendation if you did 
not? 

Mr. Tierney. It could be initiated by the Fiscal Division of CSS, or 
Cotton Division, or the Grain Division of FAS, or any interested 
commodity division in FAS or CSS. They would send it in and 
recommend it. Wemay or may not accept. 

_Mr. Naventon. Have you turned down a number of recommenda- 
tions ? 

Mr. Tierney. Yes. 

Mr. Naveuron. That have been made by other branches of the 
Department ? 
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Mr. Tierney. Other branches of the Department? I don’t recajj 
any; no, sir. Wemay have. I just don’t recall any. 

Mr. Naveuron. What you mean is you have turned down applica. 
tions for amendment that have been made by the exporters concerned! 

Mr. Tierney. We never amend an authorization on the request 
of an exporter. Stel 

Mr. Naveuron. Supposing the request was justified ? 

Mr. Tierney. We still would not amend it. It must come from 
foreign government. The Department of Agriculture is not a party 
to the contract. 

Mr. Navcuron. In other words, the exporter has to convince the 
foreign government that an amendment to the purchase authorization 
should be requested; otherwise, you would not consider it? 

Mr. Trerney. That is correct. 

Mr. Naueuron. Have you turned down recommendations or re- 
quests for amendments by foreign governments in any instance? 

Mr. Trerney. Yes, sir. 

Mr. Navuenton. About what percentage of the requests by foreign 
governments would you feel that you accept? Just an approximation. 
Fifty percent? Or would it be greater than that? 

Mr. Tierney. Let me try to answer it this way: The requests of 
the foreign governments, of course, are generally informal, and they 
discuss it with us rather than put a formal request in. I would say 
on that basis we have turned down well over 50 percent. 

Mr. Fountain. When you say informal, what do you mean—oral? 

Mr. Tierney. Oral, on the telephone. They try to get it amended 
and we tell them no. 

Mr. Naveuton. What is the effect on the foreign government if 
deliveries are late and there is no amendment? 

Mr. Tierney. Deliveries are 

Mr. Navcuron. Supposing that a foreign government is making 
a title I purchase, or has a title I agreement, and it becomes obvious 
commodities will not be delivered within the required time. What 
happens if you refuse to amend it upon their request and the deliveries 
are late? What effect does that have upon the financing? Do they 
have to finance that out of their own dollar reserves then ? 

Mr. TrerNrey. They would; yes. 

Mr. Naveuron. There would naturally be an interest upon the 
part of the foreign government to get these extensions? 

Mr. Trerney. Yes. 

Mr. Naveuron. What would the effect be upon the exporter if he 
made a late delivery? Let’s say the foreign government didn’t want 
to pay him out of dollar reserve; would he have to take local currency! 

Mr. Trerney. He would have to take whatever he could get, as long 
as we were not financing it. 

Mr. Navueurton. So the real party in interest actually would prob- 
ably be the exporter, rather than the foreign government ? 

Mr. Tierney. No, sir; not in all instances. I mean they have prob- 
lems in connection with the program. Both the exporter and importer 
could have an interest. If the U.S. exporter has lived up to his com- 
mitments fully, and the delay in delivery is occasioned upon inaction 
by the foreign importer, the U.S. exporter is entitled to relief and we 
in FAS would officially bring the matter to the attention of the im- 
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rting Government requesting that they live up to the terms of 
their contract with U.S. exporters, thus requesting that they accept 
amendment to the purchase authorization extending the dates of de- 
livery or whatever else is necessary. If the exporter fails in his 
obligation, the importer has remedies at law. In the event the ex- 

rter fails to live up to his obligation and the importer is misled 
ty the exporter and we are aware of this, no further amendment of 
the purchase authorization would be made unless it were to the 
distinct advantage of the U.S, Government under the title I, Public 
Law 480 program. Many countries would not have free dollar ex- 
change or other hard currency with which to pay freight. 

Mr. Navcuton. So with respect to the commodity, itself, the ex- 
yorter has a contract to deliver, and if he doesn’t get it there within 
the approved dates, if he can’t get his dollars from Commodity 
Credit Corporation, he has to scratch for them wherever he can get 
them ? ’ 

Mr. Trerney. That is right. 

Mr. Naveuton. And if the local government offers him local cur- 
rency, he may be stuck . 

Mr. Trerney. That is right. 

Mr, Naveuton. But from the standpoint of the local government, 
they may not want to put up or they et not have the dollars to pay 
the freight if it is being shipped in U.S. bottoms? 

Mr. Trerney. Or foreign flag. 

Mr. Putvermacuer. I think, Mr. Naughton, one thing might be 
said here, too: There are times, I think, when a foreign government 
in good faith will request a change in the contracting or delivery 
periods where they might want to accelerate or deccelerate their ship- 
ments, because many times—as Mr. Tierney pointed out—their crops 
come in at different times than ours do. 

Now, they might anticipate a good crop and they get a bad crop, or 
anticipate a bad crop and get a good crop. That, at times, will change 
their requirements in terms of how they would like to have the com- 
modity arrive at the other end. 

Mr. Naveuton. In the case of many commodities, the time of de- 
livery makes quite a difference in the appropriate price. If, for ex- 
ample, a 3-month extension is given on a purchase authorization, is 
there then a review from the standpoint of the price at which this 
contract is being financed to see if the price is still appropriate ? 

Mr. Putvermacuer. I am cntanh when you say price of a con- 
tract to be financed. Now, I assume that you are talking about new 
business to be entered into under this PA, if the delivery time is 
extended ¢ 

Mr. Naveuton. I was thinking of contracts which were in exist- 
ence under the purchase authorization, but where the delivery would 
not be completed in time. These are existing contracts. 

Mr. Putvermacuer. Well, I think maybe Mr. Tierney should 
answer this—if I am wrong correct me, Dan. At a time a government 
comes in and, for instance, requests an extension of a delivery period, 
we would not necessarily know of all outstanding contracts which that 
government has under that PA, or all of the delivery terms or all of 
the contract terms that they in turn have with the seller. At that time 
we would not know that. 
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Now, if for good reason the government was coming in and request. 
ing extension of that delivery time we might not know what was out. 
standing; isn’t that correct ¢ 

Mr. Trerney. No; itis not. Let’s say that a given tonnage has beep 
sold, or authorized, and the contracting period—I think this is what 
you are driving at—has expired. And the delivery period is short, 
They come in and ask us to extend this authorization. We ask then 
to tell us why they want it. We ourselves determine whether or not 
they have bought it. We can find it out through our trade contacts 
or through the governments themselves. We may or may not extend, 
depending upon the circumstances, and the extension then would only 
be granted where we can see it is clearly to the advantage of the US, 
Government. We would say, “All right, you want this extension, 
We will cancel the purchase authorization, issue a new authorization 
with a new 7-day waiting period, and everybody can compete for sales 
as a new authorization, providing it is to our advantage.” 

If it is to our disadvantage, we won’t do it. You can’t answer this 
on a general basis. You have to take each one specifically. 

Mr. Naueuton. Let me give an example and see if it illustrates the 
point. Let’s say that an exporter has sold to an importer in a foreign 
country on the 1st of March 10,000 bushels of corn for delivery in 
May, at a price of $1.50 a bushel. At that time the price of com 
for delivery in November, we will say, is only $1.25.a bushel because 
the new crop will be coming in by that time, and the price is lower on 
the futures market. 

The final date for delivery under the purchase authorization would 
be at the end of May. Delivery has not been made and the exporter 
gets the foreign government to ask for an extension of the delivery 
period until November. Now, the proper price for corn sold in March 
for delivery in November would have been $1.25 a bushel. The price 
of the contract which was made in March for delivery in May, which 
was appropriate for May delivery, was $1.50. So that the exporter, it 
seems to me, particularly if he had some knowledge that his request 
for extension might be granted—and maybe some contacts in the 
foreign country—might be in a position through the amendment of 
the purchase authorization to be able to make an additional 25 cents 
a bushel. 

I am just wondering how carefully you examine these. Do you have 
a systematized procedure for making sure this kind of thing doesn’t 
happen ? 

Mr. Trerney. You are dealing with prices, here, and that is Mr. 
Wirin’s field. But if the request came in to us for amendment to this 
authorization we would not go into the prices when they ask for 
this amendment. We look into the reason why the government asks 
for this extension, and more than likely the reasons we would grant 
such an extension would be the fact that they did not have vessels of 
their own flag available to ship, so we would extend the authorization. 

Now, what happens in prices, I do not know. 

Mr. Naucuron. Have you ever had anyone come in and say, “We 
want to do this because the exporter is a friend of ours and he will 
nake an extra quarter a bushel ?” 

Mr. Trerney. Definitely no. 
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Mr. Naventon. Sometimes the alleged reasons given for extension 
of a purchase authorization turn out upon investigation not to be the 
actual reasons, do they not ? 

Mr. Trerney. I have no knowledge of that. 

Mr. Naventon. Well, have you ever run into a case where, upon 
investigation, the supposed reasons for the extension didn’t stand up? 

Mr. Trerney. No, sir; not that I know of; no, sir. 

Mr. Naventon. I am not talking about the ones you have granted, 
but the ones you have turned down. 

Mr. Tirrney. No, sir. In no instance. I have no knowledge of 
that; no, sir. 

Mr. Naveuton. Well, I am not necessarily talking about illegal 

rofits being made. 

Mr. Tierney. I am not talking about anything illegal. 

Mr. Naverron. Nobody has ever told you the least fib in trying to 
get an amendment ? 

Mr. Tierney. Not to my knowledge. 

Mr. Naventon. Then what is the reason for turning these down; 
just that the reasons are insufficient 4 

Mr. Trerney. Well, to give you a case in point, I just turned one 
down today. A country asked for an extension. They had May 31 
contracting and a June 30 delivery. They asked for extension of 
these periods because they were unable to arrange ocean shipping. 
I checked with our transportation people, found out that ocean ship- 
ping could be arranged, and they could arrange it, and I turned it 
down. 

Mr. Navcuton. So that in that instance they told you they were 
unable to arrange ocean shipping and they actually were able to do 
it, they just had reasons for not wanting to do it? 

Mr. Tierney. No, I believe they were telling the truth, because 
these missions sometimes do not have ocean shipping experts in their 
missions. In other words, they are people like me. I still call them 
boats, and they are ships. 

Mr, Naucuton. I do, too. You have a situation where the foreign 
government personnel are often inexperienced in the ways of busi- 
ness, which you have just described ¢ 

Mr. Tierney. That is right. 

Mr. Naventon. And they may not be up on all the tricks of the 
trade, and some of the tricks are pretty complicated and ingenious. 

Mr. Trerney. Yes. 

Mr. Navcuron. Wouldn’t there be a possibility of a situation where 
a foreign government would come in in good faith asking for an ex- 
tension, acting on the basis of information given him by the exporter 
who may have said, “There is a shortage of bottoms, we can’t get 
shipping,” and giving a lot of what seemed to be good reasons, when 
actually the exporter just wanted to make an extra 25 cents a bushel ? 

Mr. Trerney. That is possible. 

Mr. Fountarn. If the people have faith in the exporter, which they 
probably do, they will relay that information on to you as a basis for 
seeking an amendment ? 


‘ = Tierney. That is why we check it with the experts in their 
elds. 
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Mr. Navueuton. I am not saying anything wrong has happened, | 
just want to make sure the procedures are sufficient to make sure jt 
won’t happen. 

Mr. Trerney. That is why we use the experts in the Department for 
that. In other words, that is why I can’t say I can amend an authori- 
zation, period, without having the advice of the experts in the field, 

Mr. Fountarn. Before you amend, you coordinate with the experts 
in the agency ? 

Mr. Tierney. Yes. 

Mr. Naveuron. Do you coordinate with the experts on price 
review ¢ 

Mr. Tierney. I certainly do. 

Mr. Navenron. Before you amend the purchase authorization? 

Mr. Trerney. Mr. Wirin and I work very closely together. 

Mr. Naventon. In every instance where you amend a purchase 
authorization, do you go back to the commodity office which might be 
controlling this shipment and where the price review is being made 
and inform them of the extension in the delivery dates? 

Mr. Trerney. Before I do it ? 

Mr. Naveuton. Yes. 

Mr. Tierney. No, sir. 

Mr. Naucuton. Well, after you do it ? 

Mr. Tierney. The copy of the authorization is furnished to the 
Commodity Office. 

Mr. Putvermacuer. If I had known you were going to get into 
price review in grain I would have had Mr. Tripp with us. 

Mr. Navueuton. This would apply not only to grain, but to any 
commodity in which there is a futures market. We want to ascertain 
whether appropriate steps are taken after the purchase authorization 
is made, to make sure that there are not irregularities in carrying out 
the program, Mr. Wirin. 

May I at this time place the exact terms of section 11.11 of the 
regulations into the record? 

Section 11.11(a) of the title I, Public Law 480, regulations provides 
as follows: 

The supplier’s sales price must not exceed the prevailing range of export 
market prices * * * as applied to the terms of sale at the time of sale. 


“Time of sale” shall mean the day as of which the sales price, or the method 
for determining the price, is established between the importer and the supplier. 


Now, in the 10,000 bushel example, I gave, it would be March 1 
when the contract was made; in other words, the contract between 
exporter and the importer was made on March 1. So that is the 
appropriate date to use in determining the appropriate price, In 
making your price analysis, after you get the document showing de 
livery made in October, do you go back to March 1 and see what the 
price of corn, on March 1, for delivery in October, was, or do you 
instead compare the price in October with the October cash price! 

Mr. Wir. The terms of the sale as required by the regulations 
are considered. If the sale is for immediate delivery, the cash 
market price is concerned. If it is for future delivery—and that.is 
determined after the fact, because by examining the actual shipment 
that is involved, we know when it was delivered. 
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Mr. Naventon. But you don’t know when it was required to be 
delivered ? 

Mr. Wier. That is true. 

Mr. Naveuton. So you don’t really have all the terms of sale. 
You never get them. You know when it was actually delivered, but 
you don’t know when the exporter was required to deliver it at the 
time he made the contract in March? 

Mr. Wirtn. We get them if, as a result of review, claim is filed 
and the exporter then says “We took the wrong market for our com- 
parison”, and explains that the delivery period, which we took for 
the market comparison was not the one provided in the contract and 
there were some reasons for it being changed, and that is taken into 
consideration. In the second go-round 

Mr. Naveuton. Well, supposing that you had an exporter who 
wanted to make a few extra dollars off Uncle Sam. Wouldn’t this 
allow him an opportunity to misrepresent the contract terms after 
the fact ? 

Mr. Wirt. Oh, not at all, sir. 

Mr. Naueuton. Why not? 

Mr. Wirrn. The importer entered into this contract with the ex- 
porter and we rely fully upon the competition between the various 
exporters, and no importer is going to pay more because the exporters 
fail to deliver when required to. As a matter of fact, they just 
cancel the contract and get it someplace else at a cheaper price. 

Mr. Putvermacuer. Mr. Naughton, I would like to make this com- 
ment. I think your questioning overlooks the fact that there is a 
contractual relationship between the seller and the buyer, too. 

Mr. Navenron. I am just getting to that. You said the competi- 
tion and the natural instinct of the importer to get that commodity 
as cheaply as he can and not to pay too high a price would protect 
the U.S. Eicavalauat: 

Now, what about transactions in which the exporter and the im- 
porter are very friendly—as a matter of fact, in which they are 
affiliated ? 

Mr. Wiretn. We have in the case of tobacco, in the case of certain 
dried milk purchase authorizations, in the case of corn to Japan—I 
believe those are all—we have recognized that there has been an affilia- 
tion between exporters and importers in those particular commodities, 
those particular countries. We have placed into the purchase author- 
ization those specific purchase authorizations, requirements that 
all we would finance would be the amount paid by the affiliate in the 
United States, plus reasonable costs of handling, processing, and 
markup. We have examined the books on a selected test check basis 
of certain exporters and are satisfied that they have not charged the 
importers ada those purchase authorizations and obtained financing 
from us in a greater amount than they were entitled to. 

Mr. Naventon. Of course, since the amount to which they are 
entitled may depend upon the delivery dates or the contract date, 
which is something you never find out until after you have paid the 
money, isn’t there an awfully great opportunity for someone who is 


of pach a mind to make up a second set of books strictly to show to 
you! 
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Mr. Wrrry. Well, if they make up separate sets of books, we haye 
not detected that yet. We don’t assume that they have done that. 
sir. 

Mr. Naveuton. Well, I don’t, either, but I don’t see any way you 
would catch them if they do do it under the system you are using, 

Mr. Wrrin. We are examining the actual purchase price that they 
have paid in acquiring the commodity, plus reasonable handling, 
transportation and a reasonable markup, in the case of tobacco, dried 
milk and corn to Japan. Those are the only commodities up until 
now where we have looked into the affiliate requirements. We are, 
however, revising provisions of the regulations requiring this across 
the board on all commodities. 

Mr. Naveuron. So from now on you will be— 

Mr. Wir. Yes, sir, and we may run into some difficulties. The 
best we will do is handle those difficulties when we reach them. We 
cannot forecast here and now exactly all the difficulties that we are 
going to find in all the commodities. We have not vet, in the case 
of the few commodities where we have applied the affiliate clause, run 
into any difficulty. 

Mr. Navuenutron. Of course, the percentage of transactions between 
affiliates that have been covered in the past by your regulations has 
been fairly small, hasn’t it, as compared with the total amount of busi- 
ness you are doing? In other words, there would be large amounts of 
wheat transactions and other feed grains between affiliates that would 
not be included ? 

Mr. Wrirrn. We have no evidence that there have been transactions 
in other commodities between affiliates. You are assuming there are, 
We have no evidence of that. 

Mr. Navueuton. In grain most of your sales and transactions are 
with about five firms, are they not? Bunge, Dreyfus, Cargill, Garnac, 
and Continental? Would it be accurate to say that probably the major 
portion of your business is with those firms ? 

Mr. Wrrtn. I have not examined the record on that. 

Mr. Naveuton. They certainly doa very large—— 

Mr. Wrrrn. That is right. I am not trying to evade your ques- 
tion. Iam out of that field. 

Mr. Naventon. I don’t know about Cargill, but are not the other 
firms those with affiliates in the major wheat importing countries! 
Perhaps I should save that for Mr. Tripp. 

Mr. Fountain. Do you happen to know? 

Mr. Naventon. Yes. Bunge and Continental do have large nun- 
bers of affiliates in other countries. I am not sure about Garnac. I 
believe they do, too. 

Have you made any search which would have a reasonable possibility 
of turning up such evidence? 

Mr. Wirt. I, myself, in Washington have seen innumerable trans- 
actions involving various problems—not for the purpose of examining 
the affiliation, but I have not yet seen one that involves a sale under 
title I, Public Law 480, by any of those firms you have mentioned, 
to one of their affiliates. 

Mr. Naventon. I am not saying that any of them have done any: 
thing wrong, but under the system you are using if I were in the gram 
business and had an affiliate overseas, and the proper kinds of con- 
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nections, and made all my contract date arrangements by telephone, 
[ think I could work out a pretty good system, and you would have 
an awful time catching me. 

Mr. Wirrn. Well, 1 don’t suppose we are going to be able to develop 
all of the protective devices to prevent the fraud and collusion. These 
requirements have not been set up to detect those. We are assuming 
that the program is being operated by the private trade and that for 
the most part they are honest and that we aren’t going to have any 
difficulties. I do want to add this one point: I am not saying there 
have not been any such, but I just have not seen any, Mr. Naughton. 

I believe if there had been some between affiliates I would have seen 
them. ali i 2 

(Nore.—Mr. Wirin later advised Mr. Naughton that after the 
hearing, he (Mr. Wirin) was informed that there had been instances 
of sales between affiliates under title I of the Public Law 480, in addi- 
tion to those under purchase authorizations containing specific provi- 
sions limiting the amount of the sales price to be financed by CCC in 
the case of sales between affiliates. ) 

Mr. Naueuton. I don’t know positively that there have been sales 
between affiliates. You don’t require exporters to provide informa- 
tion as to whether their sales are being made to affiliates, do you? 

Mr. Wirrn. We require that the name of the importer be shown in 
the transaction, and if the sale had been by an exporter to some of 
the well-known affiliates of those exporters, I believe I would have 
detected it. I would have seen it. 

Mr. Fountain. In other words, you are familiar with most of the 
exporters which have affiliates ? 

Mr. Wirin. Yes, sir. 

Mr. Naucuron. Suppose a more or less paper organization were 
set up with a different name strictly for the purpose of doing this? 

Mr. Wirin. I would not detect it. 

Mr. Fountain. I don’t know of any way he could detect it, unless 
he made an investigation on each individual case. 

Mr. Naueuron. Well, supposing you require the exporter, at the 
time he makes a contract, to inform you as of that date of the contract 
date, and of the delivery terms. Then he is bound by his contract and 
you have the information, and he can’t come back and change it on you 
lateron. That seems to me to be very simple. 

Mr. Wirtn. He is bound by his contract now and can’t change it. 

Mr. Navcuron. But you don’t know what the terms of it are? 

Mr. Wirrn. If as a result of our test checking by our auditors and 
by our investigators we find that exporters have given us improper 
information, those are criminal offenses. This is not a very light 
matter that we treat, this is serious. 

Mr. Fountain. And you can also file claims? 

Mr. Wirt. Yes, sir. 

Mr. Putvermacuer. Mr. Naughton. I should also like to point 
out that the exporter, in the case of wheat, for instances, as you well 
know, also makes application for subsidy payments. Now, he does 
not have to file on a particular day. If he sells today he doesn’t neces- 
sarily have to file, he can take a chance as to what the subsidy is going 
to be the next day or the following day. But in any event he has to 
record that sales transaction, for subsidy purposes, and having done 
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that he is also committed on the subsidy side. He reports to whom he 
sold, the date of his sale, the quantity of sale, and the price at which 
he sold. 

Mr. Naveuton. Do you go back and check the dates or the registra- 
tions under the International Wheat Agreement, against the price 
review documents ? 

Mr. Putvermacuer. No, we do not. I am not making it for this 
point. The point I am making is that if the exporter came in later 
on and wanted to change that sale for subsidy purposes, it would be 
more than likely disallowed. 

Mr. Naventon. He wouldn’t be able to change it for subsidy pur. 
poses, but suppose he gives a different contract date on the documents 
which are submitted for price review; you don’t check the two docu- 
ments against each other? 

Mr. Putvermacuer. No, sir, I don’t mean to infer that, no, sir. 

Mr. Naventon. Since you do require furnishing of the contract 
dates under the International Wheat Agreement, what is the purpose 
of having that information provided immediately ? 

Mr. Putvermacuer. The purpose is, the subsidy is being subject to 
being set every day. The date of receipt by USDA of the exporter’s 
application for subsidy establishes the date for application of subsidy. 

Mr. Navueuron. Don’t you trust these people to come in at the time 
they export the wheat and tell you when the subsidy should be 
applicable ? 

Mr. Putvermacuer. No. It is related to date of sale and he is 
required to give us his notification of sale. 

Mr. Naveuton. You have him do it immediately. Couldn’t he come 
in in a month or 2 months and tell you what day he made that ship- 
ment so you would know what subsidy to pay him? That is what they 
are doing under price review. 

Mr. PutverMAcHER. Yes, we could also handle it in that manner. 
It is, however, under the subsidy program required that he report 
it 





Mr. Naveuton. And the reason is to prevent his coming in and giv- 
ing you a false date later on, is it not? 

Mr. Putvermacuer. No, my point, Mr. Naughton, as I just ex- 
plained to you, is that it is up to him as to when he wants to report 
the sale. 

He makes a sale today at a certain price. He knows what today’s 
subsidy is. If he wants to take the risk, assuming the subsidy is 
going up, if he wants to take that as the risk and wait a week or 2 
weeks, he can. 

The only thing is the day he reports that sale is the applicable 
subsidy given to him. We don’t tell him he has to report the day he 
makes the sale. 

Mr. Naveuton. You do require him to send you a telegram as of 
the date he chooses to have the subsidy applied ? 

Mr. Putvermacuer. Yes, sir. 

Mr. Naveuron. If he holds up on reporting and the subsidy goes 
down, he has to take the lesser of the two dates, does he not ? 

Mr. Putvermacuer. He takes the applicable subsidy day on the 
day he reports, 

Mr. Naveuton. By waiting to record his sale, he can’t win and he 
may lose. 
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Mr. PutvermAcuer. He can win in the event the subsidy should 
be increased. 

Mr. Naventon. If it should go up? 

Mr. Putvermacuer. Certainly. 

Mr. Naventon. But you require him to take his position as of the 
close of business on the day he is going to take that position ? 

Mr. Putvermacuer. On the date of the subsidy he wants. In other 
words, if he wants today’s subsidy, he reports today. If he wants to 
wait for several days, hoping the subsidy may go up or the market 
may go down, that is his privilege. ; 

Mr. Naveutron. But he can’t come in and register a subsidy date 
retroactively ¢ 

Mr. PutverMAcHER. No, sir. 

Mr. Naventon. And the reason for that is it would give him an 
opportunity to look back and see what day the subsidy was highest 
and go back and say, “That is the day I made this sale” ? 

Mr. PutvermacHer. That cannot be done. 

Mr. Naveuton. That is why you require him to report the subsidy 
the day he wants to register 

Mr. Putvermacuer. It has to be on the date of that particular 
subsidy. If the subsidy today is 41 cents and he wants 41 cents, he 
reports the sale. 

. Navcnton. If the subsidy last week was 45 cents, he can’t 
come in today and tell you that he made it last week? 

Mr. Putvermacuer. No. 

Mr. Fountarn. I think that point has been pretty well covered. 

Mr. Wirern. Mr. Chairman, I wonder if I could make one more 
point : 

Mr. Naughton seems to be making a comparison between the dec- 
Jaration of purposes of subsidy and the fact that under a price review 
we do not have such a declaration. 

As I understand, in the case of the subsidy this is an amount which 
is paid to the exporter over and above the amount which is in his 
contract with the importer. The importer is not involved in this 
process in any way. Whatever the exporter can get is over and above 
the amount that he would receive from the importer. 

However, in the case of the title I, Public Law 480 transactions, 
the price we are talking about is the price which the importer has to 
pay. You do not have a complete freedom of choice on the part of 
the exporter. He has the other party to the contract that he has to 
bargain with, and whom he is going to lose as a customer unless he 
works it out with the importer. 

Mr. Naueuton. There is also the aspect, however, that there may 
be instances where it may be of value to convert foreign currency into 
dollars. 

Mr. Wir. That is true. I am just showing there isn’t a true com- 
parison between these two situations. 

Mr. Navcuton. However, there might be a motive, where it would 
be helpful to the — 

Mr. Wirtn. I would agree. I just say in one case it is in the price, 
and in the other case it isn’t in the price. And I think that is a rather 
fundamental difference. 
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Mr. Founrarn. Of course there may be motives we don’t know 
about in almost any kind of transaction. 

Mr. Wirt. That is true. 

Mr. Fountain. Well, let’s get along with our educational process, 

You have told us about the negotiation of the agreement and we 
have gone into the question of applicati ion for and ‘granting of pur. 
chase author izations. 

Now, what is the next step in title I transactions after the issuance 
of pure thase authorization ? 

Mr. Tizrney. Of course, a public release is made of that issuance 
and the next step then is for the foreign buy er to get together with 
the U.S. exporter, either through negotiation or by competitive bid- 
ding, a \d conduct their business in normal commercial channels, 

Mr. Fountain. In other words, they then go ahead and select the 
importing firm ? 

Mr. Tierney. We release the authorization to the particular foreign 
government and they may at that time subauthorize and tell us who 
they are going to designate as impor ters. 

The importers may “be (1) private importers, (2) the foreign gov- 
ernment itself, or (3) a quasi-agency of the foreign gov ernment, 
They negotiate with or invite bids for the commodities from U.S. ex. 
porters. 

Mr. Fountain. When does the foreign government designate the 
banks in both the United States and the forei ign country to participate 
in the program ? 

Mr. Tirrney. That step comes generally after the authorization is 
issued. It may be before they : ask ; for bids or it may be shortly there- 
after, but failure to designate banks quickly just holds up the trans- 
action. 

They make application for letter of commitment to the controller 
of CCC, and they designate the foreign bank, and they designate the 
U.S. bank and submit it to the controller of CCC for approval. 

Mr. Founrarn. Is that done before the selection of the importing 
firm takes place in title I transactions? 

Mr. Tierney. Generally it is not. 

Mr. Fountain. How are the importing firms which take part in 
title I transactions selected ? 

Mr. Trerney. The importing firms? 

Mr. Fountarn. Yes. 

Mr. Trerney. I have no knowledge. 

Mr. Fountarn. Does anyone here know? 

Mr. Tierney. I would know if anybody did. The foreign govern- 
ment just designates to whomever it wishes. 

Mr. Fountain. Do you know whether or not the method of selection 
is uniform, or does it vary from country to country and transaction to 
transaction ? 

Mr. Tierney. It varies country to country and transaction to trans- 
action. 

When I say that, I am talking about purchase authorization activity 
in total. 

To give you an example, I know of one country with a purchase 
authorization that has used a buying mission to buy part of the au- 
thorization, and they have used private importers in their country to 
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buy the other part of the authorization, and in so doing it they oper- 
ate under two separate applications for letters of commitment. 

Mr. Fountatn. Does the CCC require procedures which insure 
competition and fair treatment for all from all importers? 

Mr. Tierney. Under this program ? 

Mr. Founrarn. Yes. 

Mr. Tirrney. No,sir. For importers, no, sir. 

We tell them we would like to see them use private importers. We 
do not force it upon them. 

Mr. Fountarn. That is a decision they make? 

Mr. Trerney. They make it. Also, they may negotiate or may ask 
for competitive bids. We suggest and recommend competitive bids. 

Mr. Fountatn. If that is true, of course, you have no way of know- 
ing whether or not collusion occurs in the selection of the importer. 

Mr. TrerneEy. No, sir. Unless it is reported. We assume it doesn’t 
exist unless it is reported. 

Mr. Founrarn. Do you make any investigation or do you consider 
it necessary to make any investigation to determine whether or not 
importers and suppliers are selected in a fair and competitive manner? 

Mr. Corrman. Mr. Chairman, do you mean suppliers or importers? 

Mr. Founratn. I was thinking of them both. 

Mr. Trerney. We would consider suppliers as U.S. exporters and 
importers as foreign buyers. 

With regard to importers, no, we have done no investigating to my 
knowledge. 

I think that is correct, isn’t it, Harry ? 

Mr. Wirt. Yes. 

Mr. Trerney. And on U.S. suppliers, we have done nothing in this 
respect, either, except where a government comes to us and says, 
“From whom should we buy ?” 

We then refer them to the various exporter associations or trade 
associations who represent numbers of exporters. 

We don’t recommend they do business with any given one. We 
always refer them to a trade association. 

Mr, Fountain. What is the next step? 

Mr. Tierney. The application for letter of commitment would be 
to the Controller of CCC and the issuance of the letter of commitment 
to the U.S. banks. 

Mr. Fountarn. I am trying to get this in a chronological fashion 
so it is simple and easy to understand for those who read it. 

Mr. Tierney. I am crossing into Mr. Wirin’s field, but the appli- 
cation is made to the controller, and the letter of commitment is issued. 

The next step normally is that the buyer and the seller enter into 
a contract and the buyer through his bank opens up an irrevocable 
letter of credit in favor of the U.S. exporter. 

The U.S. exporter then prepares his commodity for shipment, 
moves it to port, gets the minimum documents required by us in our 
title 1 authorization, plus any documents that may be required by the 
buyer, submits them to the U.S. bank and payment is made. 

One of the basic documents, of course, is the export bill of lading. 

Mr. Founratn. And the foreign government does designate the 
banks both in the United States and in the foreign country ? 

Mr. Trrrney. Yes, sir. 
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Mr. Fountarn. What services do the banks perform other than 
receiving the various documents and delivery of the money ? 


TESTIMONY OF HARRY B. WIRIN, ASSISTANT TO THE DIRECTOR, 
FISCAL DIVISION, COMMODITY STABILIZATION SERVICE 


Mr. Wirrn. The banks perform the following services: they deter- 
mine on the basis of the regulations and the specific purchase author. 
ization involved, the documents which will be required by Commodity 
Credit Corporation to obtain reimbursement. : 

They will also examine the requirements of the importer as to 
what documents of title, documents of inspection, consular invoices, 
et cetera, are required for the transaction as a normal commercial 
transaction. They will issue or confirm a letter of credit issued by 
the foreign bank. They will examine the documents after they are 
received, accompanied by a draft on the bank, and determine whether 
those documents have met the requirements not only of the purchase 
authorization, the regulations, but also of the importer and the gen- 
eral, normal commercial requirements for documents as specified in the 
Uniform Customs and Practices for Documentary Letters of Credit. 

They have to make decisions on whether certain documents are valid 
on their face or whether the documents have discrepancies between 
them, and to straighten out those discrepancies before they pay. 

They draw drafts on our account at the Federal Reserve Bank and 
are reimbursed in amounts they have paid to suppliers. 

They send the documents to the foreign bank involved, the approved 
applicant and charge to the account of the approved applicant the fees 
which they are charging for doing this work. 

The United States or the Commodity Credit Corporation does not 
pay any portion of those charges. 

Mr. Fountain. That was the next question I was going to ask you. 

How long normally does it take a bank to go through the process 
you have described before making payment ? 

Mr. Wrrrn. If you had an isolated transaction, the total period of 
time would not be great. 

In the first instance, a technician would examine the purchase 
authorization at the time it is issued and determine what documents 
would be needed, and thereafter each letter of credit is issued and 
would contain reference to those documents. 

So the job is done once, so far as determining what documents 
should be placed in the letter of credit. Even though there may be 
several letters of credit, under the same letter of commitment. 

Thereafter, when the documents are received by the bank, if every- 
thing is in order, there should not be a long period of time that is 
taken in examining the documents. 

These documents normally, in a commercial operation by the bank, 
which is in effect under title I, Public Law 480, and also under the 
ICA program, these documents are examined by a team of two persons. 

They are examined first by a letter of credit specialist, who is han- 
dling documents all the time, not only for grain, but he has fish oil 
and everything you can think of. Grain and machinery and then 
textiles—all types of transactions. And they run into all types of 
problems. 
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This first man examines the documents and determines every pos- 
sible area of doubt. 

The second man does the same job without knowing what the first 
man has come up with, 

Mr. Fountain. You are talking about the two men in the bank? 

Mr. Wirrn. Yes, sir. 

If the two men do not agree on all items, it is submitted to a super- 
visor who makes the decision. But I am pointing out that the sec- 
ond man does this cold. He doesn’t make the same errors as the first 
man. He has to make his own error if there is an error on the part 
of the bank—and there are some. 

The difficulty about determining how much time it takes is because 
the banks that are handling these transactions are also handling the 
great volume of export and import transactions of all types of com- 
modities, materials, and goods into and out of the United States. 

These are submitted to the bank on a sight draft. A sight draft 
means that the draft has to be paid or dishonored upon presentation. 

The documents therefore have to be examined promptly and every- 
body is asking for the documents to be presented—to be examined 
promptly. } 

This means a rush, it means documents get piled up, and which one 
is going to be handled first ? 

n the letter of credit departments of the principal banks that are 
transacting this business, there are large forces who examine these 
documents, and they attempt insofar as possible to get these documents 
examined, the draft paid, within 24 to 48 hours unless there are some 
questions; in which case they call up the supplier and try to get the 
questions resolved by submission of other documents, or if the drafts 
have been presented too late under the letter of credit, they have to 
cable to the foreign importer to obtain permission either to extend 
the letter of credit or to accept an alternate document to what the 
importer is requiring. 

This all has to be done in sufficient time so that the documents are 
airmailed to the importer and he gets them before the vessel arrives, 
because he needs the documents to claim the merchandize from the 
vessel, 

Mr. Founrarn. Then they do examine the documents carefully be- 
fore the money is paid ? 

Mr. Wirt. Oh, yes, sir. 

Mr. Founrarn. Though they have no risk if they make a mistake 
and pay out money erroneously. 

Mr. Wirin. They have a risk in specific categories which are spelled 
out in great detail in the regulations. And insofar as they fail to 
carry out their responsibilities as stated in the regulations, we have 
filed claims against the banks and recovered the moneys they have 
spent. 

But generally, they have no greater risk than they have in examining 
commercial documents under commercial transactions. That is true, 
sir. , 

Mr. Fountarn. Do you know what compensation they receive for 
the service they render? 

Mr. Wirin. I hesitate to answer that question, Mr. Chairman, be- 
cause the agreement between the foreign bank and the U.S. bank 
as to the compensation which they will be paid is a transaction of 
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which we have no official knowledge in Commodity Credit 
Corporation. 

We have not asked them officially for this information. We under- 
stand as a general matter that there is competition between the banks 
for this business. We understand as a general matter that the rates 

e slightly less than commercial rates, because they have the guaran. 
tee of the Commodity Credit Corporation that payment would be made 
if the documents are in order. 

But exactly what one bank charges as against another bank, we 
really do not have that information. 

Mr. Founrarn. What I had in mind primarily v ras, are the charges 
in the form of interest or a commission for the ser vice, or just what 
form do the charges take ? 

Mr. Wrri. The char ge is based upon a percentage of the face 
amount of the drafts that are paid or accepted. There is a charge 
for confirming a letter of credit where the exporter does not want 
to rely solely upon the irrevocable credit of the foreign bank and 
desires the confirmation of the U.S. bank. 

There is a further charge based on an interest charge for the 
time their funds are outstanding until they are received back from 
Commodity Credit Corporation. 

That interest charge is made to the foreign bank. In addition, 
where a time draft is raccepted as against a sight draft which is paid, 
an acceptance fee, which I understand is approximately 114 percent 
per annum for the period of the time draft, is also charged to the 
foreign bank. 

Mr. Founrarn. And our Government pays none of that? 

Mr. Wirrn. Our Government pays none of that. 

Mr. Founrarn. Does the Commodity Credit Corporation take any 
part in the selection of the banks, or does it make a recommendation 
one way or another to the foreign government ? 

Mr. Wirt. It does not, sir. 

Mr. Naveuton. Who does pay the bank fees that are involved? 

Mr. Wirt. The bank fees are charged to the foreign bank which 
has opened up the letter of credit. 

You will understand that there is a banking relationship between 
the U.S. bank and the foreign bank. The particular transaction under 
title 1 which the bank is handling is not the sole transaction. There 
are all types of transactions going through. And an account is opened 
up between the two banks and periodically they settle differences. 

Sometimes it might be in favor of the U.S. bank and sometimes it 
might be in favor of the foreign bank, opnndinie upon the volume of 
import transactions as against export transactions. 

So that as each payment is made by the U.S. bank in favor of the 
exporter, the foreign bank’s account is charged with that payment and 
it is also charged with the fees. 

Then when payment is received from CCC, the account with the 
foreign bank is credited with the amount of that payment. So there 
is a net charge of the fees to the account of the foreign bank. 

Now, the foreign bank, of course, obtains reimbursement of those 
charges from the ‘importer who has to ultimately pay for the entire 
transaction, both in the form of foreign currency for the value of the 
commodity and in the form of foreign currency which would buy dol- 
lars for the bank fees. 
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Mr. Navenron. The bank fees have to be paid in dollars? 

Mr. Wirt. That is true. 

Mr. Naveurton. Is the exchange rate for the bank fees always the 
same as the exchange rate for the rest of the transaction ? 

Mr. Wirt. I would doubt it. 

Mr. Naueuron. Would the exchange rate for the bank fees nor- 
mally be more expensive in terms of foreign currency or how would 
they compare ? 

Mr. Wirtn. I have no information. They would not be the same 
as the exchange rate which is specified in the agreement. 

Mr. Naveuron. In other words, the Chase National Bank might not 
be willing to do business in exchanging foreign currency at the same 
rate as the U.S. Government in a title I agreement? 

Mr. Wrrtn. I would certainly agree with that, but change the name 
to Chase Manhattan. 

Mr. Naveuton. They have merged, I guess. 

Mr. Wirtn. Yes; they have. 

Mr. Navenron. Iam a little behind. 

Essentially do the dollars have to come from the free dollar reserve 
of the foreign government ? 

Mr. Wirtn. They have to come from the dollar reserve. I am not 
sure what you mean by free dollar reserve. They may be allocated 
for this purpose. 

Mr. Fountain. What does free mean ? 

Mr. Naveuron. As opposed to authorizations which are charged 
against U.S. Government dollars in the United States. In other 
words, dollars they may have earned through trade or other than we 
gave them through a foreign aid program. 

Of course to the extent that we are trying to build up the dollar 
reserves of countries with which we are doing business, this some- 
times has the effect, even though it may be minor, of reducing that 
progress. 

I am not suggesting that it isn’t necessary or that. it isn’t well worth 
what they may be paying for it, but it does cut down the benefits of 
the foreign aid program to that extent. 

Mr. Wirin. Thatisright. Excuse me, sir. 

I was agreeing with you, until you added “benefits of the foreign 
aid program.” 

Mr. Navcuton. I mean in our attempt to increase the dollar re- 
serves of the foreign country. 

Mr. Wirtn. I don’t know about that. If I agreed with you, I would 
like to strike that from the record. 

Mr. Fountarn. Do you have information indicating about how 
many U.S. banks have participated in title 1 transactions? 

Mr. Wirt. Yes, sir; I do, sir. 

Mr. Fountatn. Counsel says 41. 

Mr. Naventon. Through August 31, 1958. 

Mr. Wirty. We have a later release. If that has not been fur- 
nished to you, Mr. Naughton, I will see that you get it. 

Mr. Fountarn. If there is no objection, we will make this docu- 
a a part of the record, disclosing the number of banks partici- 
pating. 


64140—61— pt. 2——12 
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(The document referred to follows :) 


U.S. DEPARTMENT OF AGRICULTURE 


COMMODITY CREDIT CORPORATION 


Report of letters of commitment issued by CCC under the Agricultural Trade 
Development and Assistance Act of 1954 (Public Law 480) through August 
31, 1960 


{In thousands] 


U.S. banks: 





1. The American Express Co., Inc., New York, N.Y_----------- $136 
2. American National Bank and Trust Co. of Chicago, Chicago, 
FN sat chsh ie ES ENE ae eae een em se does 1, 685 
3. Atlantic Bank of New York, New York, N.Y-~--~----------- 14, 908 
4. Bank of America (International) New York, N.Y_----------- 464, 077 
5. Bank of America, N.T. & S.A., San Francisco, Calif__________ 72, 843 
6. The Bank of California, National Association, San Francisco, 
I nics angen eng Shade ah ghana cates RE alee kta aed 4, 781 
7 eek of New Tork, Now SO0k, N.Y «msec aseddiedcnceus 517 
8. Bank of Southwest, National Association, Houston, Tex_____ 1, 885 
>. eee Trt O07 Iver Ot, IN 2 nea ne 182, 425 
10. Belgian-American Banking Corp., New York, N.Y_----------~- 447 
11. Brown Bros. Harriman & Co., New York, N.Y--------------_ 19, 677 
12, Galifornia Hank: Les Angeles, Calif... nse sei dan cccr 40 
13. The Chase Manhattan Bank, New York, N.Y--------------_-- 1, 159, 612 
14. Chemical Bank New York Trust Co., New York, N.Y__----~--- 175, 158 
15. Citizens National Trust & Savings Bank of Los Angeles, Los 
, Ci cts kB AE BN hhh 99 
267 es TN Sh OE, INO, OEE, IN. beccwuicive we dun ta eateeuen 564 
17. Continental Illinois National Bank & Trust Co. of Chicago, 
Chie. Te 3 ee ge a a ere atte echelon aaa neem 8, 498 
18. Crocker-Anglo National Bank, San Francisco, Calif.._._._____ 4, 585 
19. First and Merchants National Bank of Richmond, Rich- 
I TYE be aie gent ann een eaketie iy wars gmsans 12, 900 
20. The First Bank of Boston (International), New York, N.Y_.- 630 
21. The First National Bank of Boston, Boston, Mass____--_-__- 152, 775 
22. The First National Bank of Chicago, Chicago, Ill_____-____-_ 19, 526 
23. The First National City Bank of New York, New York, N.Y__ 665, 326 
24. The First Pennsylvania Banking & Trust Co., Philadelphia, 
I ek erat gle ce ore ts waits esate Ges naib danretinclanin 8, 158 
25. Girard Trust Corn Exchange Bank, Philadelphia, Pa________ 38, 576 
26. Grace National Bank of New York, New York, N.Y___-_--_-_- 6, 216 
ais 2ne qanmover Dank, New veut Noes. cries cel 68, 138 
eee, Re Le SOU, CUR SEIT ONE, DNs W ceiniicticincen eee ich aitede eng eR 312, 802 
29. Manufacturers Trust Co., New York, N.Y_--------_________ 305, 684 
30. The Marine Midland Trust Co. of New York, New York, N.Y_-_ 13, 726 
31. Mellon National Bank & Trust Co., Pittsburgh, Pa__________ 1, 290 
32. Morgan Guaranty Trust Co. of New York, New York, N.Y__-. 176, 989 
33. The National Bank of Commerce of Houston, Houston, Tex__ 34 
34, The National Bank of Commerce of Seattle, Seattle, Wash__- 1, 485 
35. National Bank of Detroit, Detroit, Mich_..__.________________ 1, 352 
36. The National City Bank of Cleveland, Cleveland, Ohio_______ 466 
37. The National Shawmut Bank of Boston, Boston, Mass_______ 351 
Bo. Tae Norutern Lrast Oo., Uhicago, Ill... ..i 3 cn nieemenn accuse 11, 935 
39. The Philadelphia National Bank, Philadelphia, Pa__________ 28, 645 
40. Republic National Bank of Dallas, Dallas, Tex___.__________ 1, 219 
41. Riggs National Bank of Washington, Washington, D.C_______ 27, 954 
42. J. Henry Schroder Banking Corp., New York, N.Y__________- 45, 052 
3. Security First National Bank, Los Angeles, Calif..._...______ 589 
44. State-Planters Bank & Trust Co., Richmond, Va____________ 2, 100 
45. Wells Fargo Bank American Trust Co., San Francisco, Calif_ 1, 151 
i I i I a aka ciate a 4, 016, 956 
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31, 1960—Continued 


ters of commitment issued by CCO under the Agricultural Trade 
Act of 1954 (Public Law 480) through August 


ee -eerrnmnnaoesn —  eeoaorot 1]: v'v"'“' 





Argentina 





Austria 




















Brazil Burma | Ceylon 
Ss 
| 
et “<<«<-<«+8 - 
ee eee ee 
$11, 330 IL .nucudencnaace 
eed ES Ee eee?" 
TRI ha senicea a ; Sens 
hs An eee S oesiamgiios a 
Sa, ee ee ee aii 
21, 359 | Ret ...2 a 
Oa occ cians Bien ees 
eal % ee 
3,000 |- x 
ao eo ee ee 
OOo bescscenn ae 
18, 176 | 9, 814 | : 
er eee eee 
Pac ae 2, 270 i. 
13, 026 Hine 
SOO Cn icncccedies Bh 
10, 166 14, 695 | $17, 7 
Oe isvacountnasae gO Z 
est 6, 744 ME pr onissoasiian 
eccecescesececae j--- eceesecess locosese - 
gin aundided. clkd Ati anravicaacee SS es 
ee a i 
3, 000 |. a = 
aa ob al én 
3, 677 |. -| we 
pees n2oz|sereneeennee=fponerneecenets 
157, 165 | 40, 258 | 17,7 


Nore.—Numbers in 1st column correspond to names of banks given on p. 536. 








5 


38 





INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


Report of letters of commitment issued by CCC under the Agricultural Trade 
Development and Assistance Act of 1954 (Public Law 480) through August 





31, 1960—Continued 


Chile 





China Colombia 


$136 


1,171 
2, 489 


16, 421 2, 041 


503 
4, 428 
7, 351 
1, 579 

420 


4, 329 | 








37, 119 
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itiedease 5, 503 


38, 783 














Nore.—Numbers in Ist column correspond to names of banks given on p. 536. 
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Report of letters of commitment issued by CCC under the Agricultural Trade 
Development and Assistance Act of 1954 (Public Law 480) through August 
31, 1960—Continued 


= | LE 


Finland | Germany Greece | Iceland | India 


| 
Epasqaaaeonccosooccoorescconesece FOCaSEER RS SR eee papoteconseeses frccenescoeseas [rocco en eeceeee| nncccccoesecs 
So cacteeseseccsccecccace| co ACE Edhnnwhl apadougersewnet lesenend seme heel 6endeehesbenedel seemsinnneh 
all saciaacubanss Eeunipecmppeeeniateinneeaetaes FOR hoe opeesgeervdtinerenaiade 
re eC: aE ee $199, 644 
a ceeaanonnap MEE | os ccs cecances GU -3. ee 
6..-<0----0----------------------|-------------- lcmeddoeeunnéed hnndmemadinadns |--------------|-------------- 
1 cnccc------n0--------------=-- - . ° dagncnad Siahh aise ahtieaaaheh i Es 
: ent. ca. tac res 8st soca ease | area | Panna erent ‘bila: 473 
ee ~ ee: 5 See eent eae aoe - = > | 
cn ganeimhwntahams) sedinanane es ee BS uid ieee ee es oa 
‘ nea s ih satcraediers beast! Tt lnacns-coameethceseneamarl Pa sadaieakanedl 7, 357 
erase et 8 reste eee ne he tb oe ee ae ee 
ee ssccon aaa 8, 243 $1, 200 | Se 169, 660 
SE 7 eee. soo SMe |. ses ee nian. nee remes| 32, 936 
MEiekonans 
Epereneneaoesenaaacn—<eenwnaales oe oie rete rs Boren reas Dpeccatoeneeeens Sacnoeae roast Sanne oon 
16_..---0-------00------=-------- |--------------|---------+----]-------------- |-------------- | -----------0-= 
a wane (| RRO es Sas ee ee ee 
19...----------------------------  easdahatetetststetatatend (etatatatetetstetatahetetatel teietetatatenteteattene \etataaeneeeenete |-------------- 
aoc weeds omnis inne ies toes erase eigean weno tncetias de egceabect rea oases guameitaed agtgiesean de ais ca aeee animated eaaeeaiea ome cee 
Bi ee acco wae TOO ene ae ees | 76, 336 
ee ee a ae 690-3. cee — * $7,216; 215, 938 
i aehowedaseccacenshone I tas sienna Stearate A ines cena eee eiaachrad de lanaclied alma tite a 8, 158 
ae 
ro ake oases. ook 5 al casses boas esate ee ee 
> ee Bees seo bt CN ens 3, 500 
ite red i Ae eee eee Tso CO el 128, 061 
«OS Perel soca 9, 226 | 2, 707 | 43, 565 
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Rerenerree scserors oso cscsccuo le SScsesasesseeieesscsessakeee eee see (Ep pete 15, 392 
iaaetwsicw mies Pn eperreseets be scsteboscpemebecarcccsbeeena eres bees tees Le 
ae es Set eee fos Secs seed on! Reeeneednannaes 3, 441 
Pueirbebe rie 35 1S oo7 52-1 set fo lrsasseeel itesoner ees fossaocoayenas Potors oc Po ee ee 
ities, = Seas o2 cos. siast 1G essecassesks is tssocs beeen Prices Seager REI 
Reet ofa s ase sh beers ccsssacees PerReegeraess Saptetres er= ees 
MRRE rion 5 is xs2ccsbilsnkag}oseaccecseenee be sstactesek teu oer seet ee Se? Pome * creer wee 
PEt tries ac nessacukues 37, 132 | 1, 200 69, 403 9, 923 | 966, 480 


Note.—Numbers in lst column correspond to names of banks given on p. 536. 
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Report of letters of commitment issued by CCC under the Agricultural Trade 
Development and Assistance Act of 1954 (Public Law 480) through August 
31, 1960—Continued 


Indonesia Tran Israel Italy 




















iain auc hiatal e 129, 727 12, 861 156, 123 65, 248 148, 775 
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Nortre.—Numbers in 1st column correspond to names of banks given on p. 536. 
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i Report of letters of commitment issued by CCC under the Agricultural Trade 
Aue | Development and Assistance Act of 1954 (Public Law 480) through August 
31, 1960—Continued 





























Note.~Numbers in Ist column correspond to names of banks given on p. 536. 
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Report of letters of commitment issued by CCC under the Agricultural Trade 
Development and Assistance Act of 1954 (Public Law 480) through August 
31, 1960—Continued 





Philippines Poland 
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Note.—Numbers in Ist column correspond to names of banks given on p. 536. 
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Report of letters of commitment issued by COCO under the Agricultural Trade 
Development and Assistance Act of 1954 (Public Law 480) through August 


$1, 1960—Continued 


_ 







15..----------------- 
16...---------------- 





4, 744 





United 
Arab 
Republic 


115, 135 | 
I 


United Arab 
Republic 
(Syria) 


8, 500 | 


Note.—Numbers in Ist column correspond to names of banks on p. 536. 


Vietnam 





Norge.—Numbers in Ist column correspond to names of banks given on p. 536. 
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United 
Kingdom 





15, 000 33, 677 
Vietnam Yugoslavia 
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Mr. Wirtn. We issue that every 6 months in an off month go jt 
won’t interfere with our June 30 and December 31 reports. We 
issue that at the end of February and the end of August, showing 
all of the letters of commitment in dollar amount which have beep 
issued to all U.S. banks and the countries involved. 

Mr. Founrarn. Do you have any information as to whether or not 
participation by banks was pretty well spread out or whether a few 
banks handled the bulk of the business ? 

Mr. Wirt. I think the bulk of the business is handled by the 
banks in New York and by the Bank of America in San Francisco, 

To some extent by some Chicago banks, but the bulk is definitely 
the New York banks, which is the center, the financial center of the 
world. 

They are equipped to handle domestic and export transactions, both 
imports and exports, in all of the commercial areas, and the business 
just gravitates to them because they are able to handle the business, 

Interior banks are out of position so far as exports are concerned, 
They do not have their correspondent relationships with foreign 
banks, they do not have the accounts with foreign banks which per- 
mit these transactions to take place. 

I have indicated that these title I transactions are a part and a small 
part of the commercial business handled by the banks. This is the 
reason that the banks are able to charge fees which are even less 
than commercial fees, because they have their letter of credit depart- 
ments, their letter of credit technicians, and are able to handle this 
business along with their other business. 

They set up their banking relationships with foreign banks through- 
out the world and the business naturally gravitates to them. 

Mr. Founrarn. Does the Commodity Credit Corporation require 
foreign governments to utilize banks or do they have a means to handle 
foreign transactions in any other manner as long as they satisfy you? 

Mr. Wirt. They are permitted to use the banks through letters of 
commitment issued by CCC. The letter of commitment guarantees 
to the bank that if it delivers to us the documents required, we will 
reimburse it. 

The importing countries are also permitted if they so desire to 
finance the transaction themselves, either using their own dollar re- 
serves which they may not need for the time being or they may make 
arrangements with banks to borrow the money for the purpose of 
financing the transaction. 

Some countries do that. 

We then reimburse the country for the expenditures which they 
have made or reimburse the bank as assignee of the importing country 
for expenditures it had made on a loan basis. So, therefore, there are 
two methods of financing, one is the letter of commitment where we 
use the banks as our fiscal agents so to speak, and the other the direct 
reimbursement method where the importing country must make all of 
the arrangements and we step out of the picture and only when they 
have the transaction completed in all respects will we reimburse them 
for the funds they have expended on the transaction. 

This latter method is used in connection with the financing of ocean 
freight where the commodity cost and the transportation are pur- 
chased separately by the importer and arranged for separately. 
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This takes place on our bulk commodities as a requirement of the 

Department of Agriculture, in order to obtain the greatest competi- 

tion on the freight rates as well as on the commodity. There was a 
revious reference to this in the testimony. . ae 

The price review is a collateral benefit. It is not the principal 
reason that the Department insisted that in the case of bulk com- 
modities normally moving on full cargo shipments that the freight 
and the commodity be arranged for separately. _ 

Mr. Founratn. At what stage in the process involving these trans- 
actions are the letters of commitment issued ? 

Mr. Wirt. After the agreement is signed between the importing 
country and the U.S. Government and particularly where a new coun- 
try is involved, the Foreign Agricultural Service arranges with the 
fiscal personnel of the embassy of the importing country to meet with 
us in Commodity Credit Corporation so that we can outline in great 
detail the steps that are involved in the financing of the transactions 
and if they have any questions we are able to settle those questions in 
advance. And at that time we spell out the arrangements for the 
obtaining of letters of commitment so that the importing country will 
know. 

It is after the purchase authorization is issued that we receive an 
application from the importing country. On a rare occasion where 
there has been some delay in signing the agreement or the purchase 
authorization, due to maybe foreign policy aspects, it is possible for 
the applications for the letters of commitment to be received by us 
the very same day that the purchase authorization is signed and ready 
togo. But that is not usual. 

Mr. Fountarn. What official of the Department has responsibility 
for the issuance of letters of commitment ? 

Mr. Wirtn. The Controller of Commodity Credit Corporation is 
so authorized by the regulations or his designees. The Treasurer and 
the Assistant Treasurers of Commodity Credit Corporation, of which 
I am one, have been authorized to issue letters of commitment and 
amendments thereto. 

Mr. Fountain. Who is the Controller? 

Mr. Wier. J.J. Somers. 

Mr. Founratn. Is there a specified application form for a letter of 
commitment? I believe we discussed that earlier. 

Mr. Wrirrn. There is, sir. 

Mr. Fountarn. If there is no objection, we will insert a copy of the 
application form for a letter of commitment, in the record. 

Mr. Tierney. On the application for the purchase authorization, 
where the agreement or a memorandum of understanding deals with 
usual marketing commitments by the foreign government, that nota- 
tion is placed on the back of the application again, and signed by the 
foreign government requesting that purchase authorization. 

Mr. Putvermacuer. May I introduce into this record at this time, 
CCC Form 327, which is an application for letter of commitment, or 
amendment, CCC Form 328, the letter of commitment form itself, 
CCC Form 328-1, amendment to letter of commitment, and CCC 
Form 328-2, notice of reduction of letters of commitment. 

Mr. Fountrarn. They will be included in the record. 

(The four documents referred to follow :) 
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COMMODITY CREDIT 
CORPORATION FORM.-327 
(8-29-57) 


U.S. DEPARTMENT OF AGRICULTURE 
COMMODITY CREDIT CORPORATION 
WASHINGTON 25, 0D. C. 
APPLICATION FOR LETTER OF COMMITMENT 
OR AMENDMENT 


COMMODITY CESCRIF TION 


AMOUNT OF PURCHASE AUTHORIZATION —_ 


SUBMIT ORIGINAL ONLY 


TO: Controller, Commodity Credit Corporation 





SECTION |. LETTER OF COMMITMENT ae 


Application is hereby made for a Letter of Commitment to be issued against the above Purchase Authorization, in the amount in- 
dicated below, to the Bank and for the account of the Approved Applicant designated herein. 





- Ne ucthatiinaaiiaaaiis 
NAME OF BANK den OF BANK 


APPROVED APPLICANT 


I 


MAXIMUM AMOUNT y 





SECTION Il - ASSURANCE OF APPROVED APPLICANT —s_— 


The Approved Applicant designated herein assures (1) that immediate deposit of local currency wil! be made for each transaction 
as required by the Public Law 480 Regulations and the applicable Purchase Authorization and (2) that each such deposit will be 
accompanied by required identifying information, in duplicate. 


APPROVED APPLICANT ee SIGNATURE 


___ SECTION Il. AMENDMENT TO LETTER OF COMMITMENT 


Application is hereby made for the following amendment to Letter of Commitment No. __ 


ae ___, issued to__ a 2 
(NAME OF BANK) ae 
7 (ADORESS OF BANK) "4 
TC APPROVED APPLICANT (PRESENT) Gy eres ee Te “ere . ae ae 
| 
2. MAXIMUM AMOUNT (PRESENT) : CHANGE TO NEW MAXIMUM AMOUNT “a a 





SECTION IV - REMARKS 


(NAME AND ADORESS OF REQUESTING GOVERNMENT) (AUTHORIZED OF FICIAL SIGNATURE) 
ED 
1/ The maximum amount requested must not exceed the maximum dollar amount specified in the Purchase Authorization, 
less amounts previously committed. 





AGRI-WASH 





IN 


a 


© amount in- 


int V 


Se 








h transaction 
posit will be 





| 


| 
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TommoDITY CREDIT 
CoRPORATION FORM 328 
(12-22-55) 
U. S. DEPARTMENT OF AGRICULTURE 
COMMODITY CREDIT CORPORATION 
WASHINGTON 25, D.C. 


NUMBER 









MAXIMUM AMOUNT PURCHASE AUTHORIZATION NO. 





FEDERAL RESERVE BANK IMPORTING COUNTRY 





LETTER OF COMMITMENT 


APPLICANT 





CSS OFFICE 





APPROVED 





fro: q 
:. 4 
Gentlemen: oa 


In accordance with the provisions of the Agricultural Trade Development and Assist- 
ance Act of 1954, as amended, and the regulations promulgated thereunder, the Admin- 
istrator, Foreign Agricultural Service, United States Department of Agriculture, has 
approved the purchase of agricultural commodities by the Importing Country named in 
the caption hereof, as evidenced by the enclosed copy of the purchase authorization 
identified above; and this Letter of Commitment is delivered to you at the request 
of said Importing Country. 

The terms and provisions set forth in Section 11.8(d) of revised regulations issued 
by the Secretary of the United States Department of Agriculture governing the financ- 
ing of commercial sales of surplus agricultural commodities for foreign currencies, 
and any amendments thereto, in effect on the date of this Letter of Commitment, are 
hereby incorporated herein by reference and made a part on this Letter of Commitment 
as fully as if set forth herein. This Letter of Commitment is also subject to the 
General Terms and Conditions set forth on the reverse side hereof and the following 
additional or substitute terms and conditions: 


If this Letter of Commitment is satisfactory to you, please sign and return the 
enclosed copy hereof. 


v 7 


Very truly yours, 


Commodity Credit Corporation 


By - — iain ie Rainn - 
ASSISTANT TREASURER 


‘iad _ «ACCEPTED | 


Ban —= 
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COMMODITY CREDIT CORPORATION FORM 328 (REVERSE) 





GENERAL TERMS AND CONDITIONS 


In consideration of the banking institution making payments or acc 
drafts under one or more irrevocable commercial Letters of Credit, for ¢ 
account of the Approved Applicant named in a Letter of Commitment issued 
by Commodity Credit Corporation (hereinafter referred to as °CC), ccc 
agrees with, and guarantees to such banking institution that CCC will make 
reimbursement (without addition of interest or of commissions, expenses or 
other charges of the banking institution) to the banking institution for 
payments made or drafts accepted by the banking institution under such 
Letters of Credit for the account of the Approved Applicant, up to but not 
exceeding the maximum amount stated in such Letter of C 
procurement of the commodities specified in the purchase authorization 
under which the Letter of Commitment was issued. In any action taken by it 
under a Letter of Commitment, the banking institution may fully rely upon 
the authorities and signatures known by it from its own records. 





ommitment, for the 


The making of reimbursements under the Letter of Commitment shall be in 
manner and governed solely by the terms, conditions and pr 
in Sections 11.8, 11.9 (a) and 11.10 of revised regulations 
Secretary of the United States Department of Agriculture governing the fi- 
nancing of commercial sales of surplus agricultural commodities for foreign 
currencies, and any amendments thereto, in effect on the date of such Letter 
of Commitment, and shall not be affected by any rights that CCC or the 
United States Government may have against the Importing Country or t 
parties. 
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COMM. CREDIT LETTER OF COMMITMENT NO. 


onP. FORM 
beaut 7) 


U.S. DEPARTMENT OF AGRICULTURE 
COMMODITY CREDIT CORPORATION 
WASHINGTON 25, D.C. 


FORM 480-4 AUTHORIZATION NO. 


IMPORTING COUNTRY 


NOTICE OF REDUCTION 
OF LETTER OF COMMITMENT 


APPROVED APPLICANT 


To: 
Assistant Treasurer 
Commodity Credit Corporation 
Washington 25, D. C. 


I ciniinn _— 
L. 


Dear Sir: 


Jn accordance with a request received on behalf of the importing Country, we hereby agree to a reduction in the above 
captioned Letter of Commitment as follows: 


Maximum Amount of Letter of Commitment and Amendments 
Reduction per this Notice 


_New Maximum Amount 


(NAME AND ADORESS OF BANK) 


(AUTHORIZED SIGNATURE) 





Receipt of this Notice of Reduction of Letter of Commitment is hereby acknowledged and the letter of commitment is amended 
accordingly. 


Very truly yours, 


Commodity Credit Corporation 


By 





(ASSISTANT TREASURER) 


Amendment No. 
(OaTe? 


se 
NOTICE TO BANKING INSTITUTIONS: 


Prepare original and seven (7) copies of this form. 

Forward the original and five (5) copies to the Commodity Credit Corporation, Washington 25, D. C. 
etain one (1) for your files. 

Forward one (1) to the importing country. 

Alter acknowledgement, one confirmed copy will be forwarded to the importing country and one confirmed copy will be returned to 
the banking institution by Commodity Credit Corporation. 


AGRI-WASH 
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COMMODITY CREDIT 
CORPORATION FORM 328-1 
(10-25-54) 

U. S. DEPARTMENT OF AGRICULTURE 


COMMODITY CREDIT CORPORATION 
WASHINGTON 25, D. C. 


LETTER OF COMMITMENT NO. 













FORM 480-A AUTHORIZATION NO. 


IMPORTING COUNTRY 





APPROVED APPLICANT 


AMENDMENT TO LETTER OF COMMITMENT 


[To: 


DATE 


Gentlemen: 


The above captioned Letter of Commitment is hereby amended as follows: 


All other terms and provisions of the Letter of Commitment remain unchanged. 


If this amendment is acceptable to you, please sign and return the enclosed 
copy hereof. 


Very truly yours, 


Commodity Credit Corporation 


By 
ASSISTANT TREASURER 
Neer eee reece eee 
ACCEPTED 








Ue ank 


ACVHCTLTOse-vaceiseres 








ON 


changed. 


nclosed 


ASURER 
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Mr. ee Wat are the usual bank charges for letters of credit 
ays that ‘ aoe 
await. This would be charged to the account of the foreign 
bank and ultimately paid by the importer. 

Mr. Fountatn. I believe you said that a while ago. 

Do the U.S. a “(sy any fees from the foreign banks ? 

Jrrtn. Yes, they do, sir. ; 

ME ieee. I have covered about what I have in mind this 
ate rill yield to the members. They haven’t had a chance to get in 
their 2 cents worth. 

Mrs. Dwyer ¢ 

Mrs. Dwyer. No questions, Mr. Fountain. 

Mr. Lancen. No questions. ; 

Mrs. Dwyer. I have had a very long afternoon of questions and 
answers and it has been sufficient as far as I am concerned. 

Mr. Fountain. Mr. Smith? 

Mr. Situ. I have a couple of questions. I would like to get this 
clear in my mind, now. Let’s just take for example a foreign importer 
who sells 200,000 bushels of corn to a foreign buyer and that importer 
then purchases this corn from an exporter here. This exporter turns 
over to the bank the required documents and then he is paid, is that 
right ? 

Mr. Wirt. That is true. 

Mr. Smirn. Now do you in your price review or at any time have 
access to or examine the contracts between the exporter and importer ? 

Mr. Wirtn. The only time we would examine the contracts between 
the exporter and the importer is during our test checking on a survey 
basis of specific exporters. We would go into his records and look at 
all of his transactions. We would also do this where irregularities 
had been complained about to us and we are investigating them. 

We do not require the contract to be submitted to us routinely. We 
rely upon the assertion of the exporter on the information which he 
has abstracted from his contract and placed on the invoice and 
contract abstract form. 

Mr. Smirn. If the importer says he actually sold this back 3 months 
ago then you take the date when he said he sold it and you use the 
futures market date as of that date? 

Mr. Wir. Mr. Tripp will have to answer that. I am not familiar 
with the futures market and I can just say asa general matter that the 
contract date and the delivery date, as representing the terms of the 
contract are given consideration in arriving at a decision as to whether 
the price is excessive. 

Mr. Sarru. I will reserve these questions for Mr. Tripp. 

I believe an hour and a half or so ago you said something to the 
effect that when you enter into an agreement with a foreign country 
that one of the provisions of the agreement is that they must secure 
the facilities of the importers and exporters, or something like that ? 

Is that right or not ? 

Mr. Corrman. I am not sure I understand your question. 

Mr. Saurru. When you enter into an agreement with a foreign 
country, isn’t part of this agreement that they must use exporters 
and importers? 

64140—61—pt. 213 
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Mr. Corrman. I don’t think I said anything about this earlier, but 
actually there is a general clause in the agreement under which the 
two governments agree, to the extent practicable, to use private trade 
channels. 

Mr. Smiru. Did you not say something to the effect that they must 
secure certificates or something from you, to the effect that certain 
exporters and importers that they will use will be acceptable, or some- 
thing like that? 

Mr. TrerNeY. Maybe you have reference to the statement I made, 
We recommend no one to buy from but we refer them to trade asso. 
ciations who represent a number of U.S. exporters and we assume 
that the association furnishes a list of the membership and the buyer 
is free to choose anybody therein. 

Mr. Smiru. Now this clause you spoke of, I didn’t find that in this 
agreement that you filed. 

Mr. CorrmMan. Perhaps Iam wrong. May I see it? 

Mr. Tierney. When we issue an agreement, a public press release 
is issued and immediately anybody who is in the export business may 
approach the Embassy and try to do business with them, or the for- 
eign designated buyer. We are generally advised by the importing 
government who the buyers will be and we put that in our press re- 
lease. If not, we tell them to get in touch with the individual in the 
Embassy who can advise them. We give maximum publicity to the 
U.S. public through departmental press releases. 

Mr. Corrman. This is in a little different form than I am ac- 
customed to see it. It does say in paragraph 3, article IV, however, 
that in carrying out this agreement the two governments will seek to 
assure conditions of commerce permitting pr ‘ivate traders to function 
effectively and will use their best endeavors to develop and expand 
continuous market demand for agricultural commodities. 

Mr. Smiru. Then you don’t really have a requirement that they 
must use exporters and importers and secure permission from yout 

Mr. Trerney. On the contrary. 

Mr. Corrman. There is no specific requirement on it in our agree- 
ment. 

Mr. Smiru. That is not in this agreement at all ? 

Mr. Corrman. No. 

Mr. Suiru. That is all. 

Mr. Naucuron. Actually the foreign government selects the im- 
porters through its own processes. 

Mr. Trerney. That is correct. 

Mr. Naventon. And the importers in turn select the exporters 
and your function is simply to pay the bill? 

Mr. Tierney. Yes. 

Mr. Naueutron. That is oversimplifying it a little. 

Mr. Founrary. Mr. Langen. 

Mr. Lancen. No questions. 

Mr. Winrn. We have a statement issued July 12, 1956, relatively 
at the outset of this program, setting forth a step- by-step analysis of 
the financing operations under title I for use by importing ¢ ountries, 
banks, and exporters. If it is desired, this could be put in the record, 
too. It spells out much of what I have said, but it is in chronologi- 
cal order. 
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Mr. Fountarn. Off the record. 

(Discussion off the record.) 

Mr. Founratn. If there is no objection, we will insert this docu- 
ment during the course of the hearings. 

(The document referred to follows :) 


DEPARTMENT OF AGRICULTURE, COMMODITY CREDIT CORPORATION 
Washington, D.C. 


(Revised July 12, 1956) 
FINANCING OPERATIONS UNDER TITLE I OF PUBLIC LAW 480 


There is set forth herein a brief explanation of the procedure governing a 
typical transaction involving the financing of commodities exported, the financ- 
ing of ocean transportation when authorized separately from the commodity 
cost, and the handling of adjustment refunds to importers, pursuant to authori- 
zations issued by the Foreign Agricultural Service, U.S. Department of Agri- 
culture, under title I of the Agricultural Trade Development and Assistance Act 
of 1954 (Public Law 480, 838d Cong., as amended). 


A. FINANCING EXPORTATION OF COMMODITIES 


(1) After issuance of a purchase authorization to an importing country, the 
importing country should file with Commodity Credit Corporation an applica- 
tion (CCC Form 327) for the issuance of one or more letters of commitment, 
the total amount of which shall not exceed the amount authorized by the pur- 
chase authorization. A separate application should be filed for each U.S. bank- 
ing institution which is to be designated to issue or confirm letters of credit 
on behalf of a designated bank in the importing country (approved applicant), 
or to issue advices of letters of credit established by the importer in favor of 
the supplier; more than one approved applicant, however, may be designated 
in the application. Any banking institution organized under the laws of the 
United States, any State, or the District of Columbia may be designated by 
the importing country to receive letters of commitment. 

(2) Letters of commitment will be issued by Commodity Credit Corporation 
to the U.S. banking institutions designated by the importing country. After ac- 
ceptance by such banking institutions, a copy of each letter of commitment will 
be forwarded by CCC to the Embassy of the importing country in Washington. 

(3) Letters of credit will be on either a sight draft basis or a time draft basis 
in favor of suppliers after letters of commitment have been issued by CCC. 

(4) Further transactions when on a sight draft basis: 

(a) After exportation of commodities, suppliers will present drafts, to- 
gether with documents required by the importers and by CCC, to the U.S. 
banking institutions named in such letters of credit. 

(b) If the documents are in order, the U.S. banking institutions will 
honor such drafts, forward the importers’ documents to the approved ap- 
plicants and forward CCC’s documents and drafts drawn on CCC for reim- 
bursement of the amounts paid to suppliers to the Federal Reserve bank 
named in the letters of commitment. 

(c) When the documents are released to the importer, the approved ap- 
plicant shall deposit with the U.S. Disbursing Officer designated in the ap- 
plicable purchase authorization, the local currency equivalent of dollar 
disbursements by the U.S. banking institution, at the exchange rate specified 
in such authorization, in effect on the date of each such dollar disbursement. 

(5) Further transactions when on a time draft basis: 

(a) After exportation of commodities, suppliers will present time drafts, 
together with documents required by the importers and by CCC, to the U.S. 
banking institutions named in such letters of credit. 

(6) If the documents are in order, the U.S. banking institutions will accept 
such drafts, forward the importers’ documents to the approved applicants, 
and forward CCC’s documents to the CSS Commodity office named in the 
letter of commitment with advice regarding acceptance of the time of draft. 
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(c) When the documents are received by CCC, such documents will be ex. 
amined and a statement furnished the banking institution advising them 
that the documents have been reviewed, that payment is in order, and that 
they may draw on CCC when the draft becomes due. 

(d) The approved applicant shall arrange for the deposit, on the date the 
draft becomes due, with the U.S. Disbursing Officer designated in the ap- 
plicable purchase authorization, of the local currency equivalent of dollar 
drafts drawn on CCC at the exchange rate in effect on the due date of suey 
dollar drafts, and as specified in such authorization. 


B. FINANCING OCEAN TRANSPORTATION SEPARATELY FROM COMMODITY COST 


(1) A separate ocean transportation purchase authorization will be issued by 
Foreign Agricultural Service. P 

(2) Letters of commitment will not be issued by CCC. The importing country 
may assign the authorization to a financing institution in the United States, 

(3) The importing country will arrange for ocean transportation and make 
payment therefor in dollars, either with its own funds or through arrangements 
with any financing institution in the United States. 

(4) CCC will reimburse the importing country or the financing institution ip 
dollars for the amount paid for ocean transportation upon receipt of the docu- 
ments specified in section 11.9(b) of the Regulations Governing the Financing of 
Commercial Sales of Surplus Agricultural Commodities for Foreign Currencies, 

(5) When such reimbursement is made, the importing country will be notified 
by CCC or the financing institution of the dollar amount of reimbursement for 
which local currency is to be deposited. Since the importing country is not re- 
quired to deposit local currency for the ocean freight differential which CCC will 
recognize, in the case of a particular shipment which was required to be made on 
a U.S.-flag vessel, as existing between the prevailing foreign-flag vessel rate and 
the U.S.-flag vessel rate, the dollar amount specified in the notification will not 
include the amount of such differential for the tonnage involved. 

(6) Upon receipt of notification of such dollar amount, the importing country 
shall deposit with the U.S. Disbursing Officer the local currency equivalent at the 
exchange rate specified in the ocean transportation purchase authorization, in 
effect on the date of each such reimbursement. 


Cc. ADJUSTMENT REFUND AND DOLLAR INSURANCE PAYMENTS 


(1) Suppliers are required to settle claims in favor of importers by payment in 
dollars and to remit such payment, for the account of the importer, to the U.S. 
banking institution to which the documents covering the shipment involving the 
refund were presented. The banking institution is required to notify CCC re- 
garding such refunds at the end of each calendar quarter. 

(2) The U.S. banking institution will credit the approved applicant with the 
amount of the dollar refund. 

(3) The approved applicant will pay the local currency equivalent of such 
refund to the importer. 

(4) In the case of cif. shipments, insurance underwriters are required to 
notify CCC of dollar insurance payments made to importers. 

(5) Periodically, CCC will notify the importing country of the accumulated 
amount of dollar refunds and dollar insurance payments to importers. Upon re- 
ceipt of such notification, the importing country shall pay to CCC dollars equiva- 
lent to such refunds and payments. After receipt of such dollar amount, CCC 
will provide for payment to the importing country of the local currency equiva- 
lent of such amount at the exchange rate specified in the purchase authorization 
in effect on the date of such payment of local currency. 


Mr. Founrarn. Are there any further questions? 

Mr. Navucnuron. I have a few. 

Mr. Fountarn. Mr. Naughton. 

Mr. Naveuron. What assurance does CCC have that the commodi- 
ties loaded on board ship by an exporter are the same quality and 
quantity as represented o the documents which are submitted for 
payment ? 
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Mr. Putvermacuer. Are you speaking now of grain, for instance? 

Mr. Naveutron. Any commodity. — be 

Mr. Putvermacuer. There are official weight and grade certificates. 
There is evidence of both grade and weight. ae 

Mr. Navenon. Is it customary then to have an official inspection 
made of the cargo which is being anes and have the official certifi- 
cate showing the weights and grades filed with the documents as 

roof of quality / 

Mr. Putvermacuer. As I understand, that is a part of the docu- 
mentation requirement. 

Mr. Wirt. I would disagree with that. I think each commodity 
stands on its own feet and it should be discussed in that vein. 

Mr. PutvermMaAcueERr. I was speaking of grain. 

Mr. Naveuron. Let me say with the exception of cotton, is it cus- 
tomary. Does that simplify it? 

Mr. Putvermacuer. No. 

Mr. Wirrn. No, sir, it does not, because tobacco has no inspection 
certificates. Flour is sold per bag. There are many exceptions. 
Whatever the customs of the particular commodity may be, that is 
what is followed. In the case of grains you have official grain stand- 
ards. In the case of dry milk, we do inspect dry milk and you have a 
grading certificate, or official certificate but there are many com- 
modities that do not have it. 

Mr. Trerney. How about flour? 

Mr. Putvermacuer. Flour is not graded. 

Mr. Navcuron. I can see where you might not have much to worry 
about where you have an official inspection certificate, assuming you 
don’t have irregularities or bribery as has happened in the past, but 
where you do not have an official inspection certificate, what assurance 
do you have that the quality is that represented by the documents? 

Mr. Wirtn. As we have explained, the contractual relationship be- 
tween the buyer and seller is a primary and fundamental element in 
these transactions. In the case of flour, for example, where we do not 
have official inspection certificates and where flour exporters do not 
sell on official grades, they sell on brand names. 

The individual exporters are attempting to build a market for 
their flour. If they sell the flour on certain specifications and they 
do not carry out the terms of their contracts, they are not building 
up the markets that they want to for that particular brand. The in- 
ducement therefore for the general trade that is involved is to give 
the customer what he asks for, and we rely upon that where the trade 
does not sell on official grades. 

Mr. Naventon. Where official grades and descriptions do exist, 
and the contract calls for those grades or descriptions, is the Com- 
modity Credit Corporation willing to finance the transaction if it has 
knowledge that the commodity being delivered is actually inferior 
to the quality called for? 

Mr. Wirty. Do you mean, sir, that there would be false certificates ? 

Mr. Naucuton. Well, yes, if you call it that. 

Mr. Wirtn. No, we would not want to finance such a transaction. 

Mr. Naveuton. So if someone turns in an invoice describing a com- 
modity as a higher quality than it actually is, CCC would not know- 
ingly be willing to pay out to finance that transaction ? 
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Mr. Wirt. I think that is right. 

Mr. Naventon. Assuming the actual quality does not fit the minj- 
mum called for by the contract. 

Mr. Wirrn. And this official certificate you are talking about is one 
of the documents which we require for reimbursement, for financing, 

Mr. NavuGHTON. Suppose you just required a description of the 
commodity in terms of official standards. 

Mr. Wirtn. Are we getting into the cotton area? 

Mr. Naveuton. We are just touching it. 

Mr. Wirt. I just want to know in which direction I am going, 
sir, that is all. 

Mr. Founrarn. I would like to find out myself. 

Mr. Naveuton. Some of the principles we are discussing may 
affect the cotton situation. 

Mr. Wirtn. Under the cotton situation, the Commodity Credit 
Corporation and the Foreign Agricultural Service have set up certain 
requirements. The requirements are these: The contract has to be 
registered as to price, in advance, within 5 days after the contract 
is entered into. That is in advance of the shipment, I mean. 

If the sale is made on private grades the supplier is required on the 
copy of the contract which is sent to Commodity Credit Corporation, 
our New Orleans office, for registration, to st: ite there the grade on 
the basis of the univ ersal standards, the official standards for cotton, 

An examination is made, as stated by the supplier, as to the grade 
of cotton, the staple of cotton as against the market value, on the 
basis of information which is available in that office and they either 
register the contract or they reject it, one or the other. 

T he contracts provide as required by the purchase authorization 
that if Commodity Credit Corporation so desires, it can require 
arbitration. 

The contract must also require that the importer must have the 
right to arbitrate. The importer then has the right to require an 
arbitration if he thinks that the cotton does not meet what the ex- 
porter said he was going to ship. These are the controls which we 
have in the case of cotton. We do not have an official U.S. inspec- 
tion of the cotton bale for bale, where it is sold on private grades, 
Some countries do purchase cotton—importers and countries pur 
chase cotton on so-called form A certificates. There are certifications 
by U.S. officials as to the grade and quality and staple of the cotton 
involved and there is an official inspection certificate. 

Korea, Burma, Nationalist China, Spain, and other countries are 
purchasing on that basis. In those cases there is a complete unques- 
tioned check as to the quality of the cotton as against the sale because 
the inspection certificate is a required document by the importers. 

In cases where sales are made on private grades in many cases the 
official standards are stated in the contract as well as the private 
grades. And in those cases the importer is in a position to obtain 
arbitration against the universal standards as well as the private 
grade and we rely to a great extent upon that right on the part of the 
importer. This is the extent of+the review and the control which 
we now have in the case of cotton. 
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In the case of flour we have no check whatsoever. We rely upon 
the importer to reject the shipment if he does not think it meets what 
the standards were in the contract for that particular brand. 

In the case of tobacco, many of the importers send their own repre- 
sentatives to the United States and they examine the hogsheads of 
tobacco in the warehouse and say “We will take that one” and put a 
seal on it, and “We will take that one” and they put a seal on it. 

Mr. Navenron. Now, with respect to the payments that are made 
to reimburse the banks, in some instances you have official U.S. grade 
certificates and you can rely on them for the quantity. In other in- 
stances where you do not have an official inspection certificate, but you 
have a statement on the invoice by the supplier which describes 
the particular commodity, CCC relies upon that statement, does it 
not ? 

Mr. Wier. It does. 

Mr. Naventron. You do not authorize anybody or you do not ex- 

ct anyone to submit a false description ? 

Mr. Wirtn. We do not. 

Mr. Naveutron. And do you have any knowledge indicating that 
there have been substantial numbers of false descriptions, quality 
descriptions submitted ? 

Mr. Wirrn. No, we do not. 

Mr. Naveuton. If you find that thereafter 

Mr. Wirtn. May I just go back a moment? 

Mr. Nauerutron. Yes. 

Mr. Wirtn. I do believe we ought to differentiate between quality 
and quantity. Even though you do have official standards for grad- 
ing a commodity as to quality, there may not be official requirements 
as to weights. They may be per unit or some other way of doing it, 
and your question talked about quantity. 

Mr. Naucuron. I meant quality, I am sorry. 

Mr. Tierney, the sample purchase authorization T have here is 
one for Yugoslavia, which contains a provision—this happens to 
involve cotton. 

Section D-5 of this authorization states, and I quote— 





Only one quality shall be covered by this sale. Quality description shall be in 
terms of the official U.S. cotton standards except where sales are made on the 
basis of private types. However, the supplier must include on the copy of the 
sales confirmation furnished to CCC, a statement of the quality of such types 
expressed in terms of the official standards. 





Are you familiar with the reasons why that was 

Mr. Trerney. No, frankly I am not. I was not here when this 
provision was drafted but I think I know why it is here. It is the 
fact that it is recognized in the cotton trade that cotton is normally 
traded on private types, and we were following to the extent prac- 
ticable normal commercial practices. Also we had to have some 
idea of what we were financing. The only basis we had to assure 
this was to require exporters to certify to us the quality of cotton 
shipped on the basis of U.S. standards and that only one quality 
be covered by a sale. 

Mr. Naveuron. In other words, the supplier might describe his 
cotton for the purposes of the sale as a private grade which meant 
something to the supplier and something to the importer but meant 
absolutely nothing to Commodity Credit Corporation ? 
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Mr. Trerney. That is right. 

Mr. Naveuton. And in order that you might be informed of the 
actual quality in terms of U.S. standards of the cotton being shipped 
you placed this provision in the purchase authorization ? 

Mr. Trerney. That is my understanding of it. 

Mr. Naveuton. And this has been contained, as I understand jt 
in every cotton authorization that has been issued ? 
Mr. Tierney. Yes, sir. I know of none where it hasn’t been, 

Mr. Navenzon. Do you know of any informal understanding oy 
waiver or expressions made by anyone connected with the Depart. 
ment of Agriculture to the effect that it was all right for exporters 
to submit descriptions to CCC of cotton which were false ? 

Mr. Tierney. No, sir. 

Mr. Naveuron. If you had any knowledge that was being done, 
you would take steps to— 

Mr. Tierney. I would put in the proper channels of the 
department. 

Mr. Wirin. Did you ask that question of me, too? 

Mr. Navenron. No, I was referring to Mr. Tierney. 

Mr. Wirt. Well, I also know of no such informal arrangement, 
if any such exists. 

Mr. Naueuton. May I ask if any of our witnesses here present 
who have not been asked know of any such informal arrangement 
or understanding, will they so indicate? 

There being no response, I gather that it is unanimous. 

Mr. Founratn. Before somebody else thinks of another question, 
the committee stands recessed until tomorrow morning at 10 o'clock. 

Mr. Putvermacuer. Mr. Chairman, may I ask, do you propose 
a continuation of the discussion on cotton and grain? 

Mr. Naucuton. I don’t think we will get into cotton to any great 
extent. 

Mr. Founrarn. I don’t think so. 

Mr. Putvermacusr. You want basically the same people back! 

Mr. Naveuton. Fats and oils, too. 

(Whereupon, at 5 p.m., the hearing was adjourned, to reconvene at 
10 a.m., Thursday, May 14, 1959.) 
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INVESTIGATION OF THE COMMODITY CREDIT 
CORPORATION 


Part II—Export Transactions 


THURSDAY, MAY 14, 1959 


House or REPRESENTATIVES, 
INTERGOVERNMENTAL RELATIONS SUBCOMMITTEE 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met at 10 a.m., Hon. L. H. Fountain (chairman 
of the subcommittee), presiding. 

Present: Representatives L. H. Fountain, Neal Smith, Florence P. 
Dwyer, and Odin Langen. 

Also present: James Naughton, subcommittee counsel. 

Mr. Fountain. Let the subcommitte come to order. 

The record will show a quorum is present. 

We have with us this morning Mr. Berger, Mr. Dean, Mr. Wirin, 
Mr. Sarrapede, Mr. Tripp, Mr. Cooper and Mr. Coffman. 

I believe Mr. Wirin and Mr. Coffman were sworn yesterday, and 
when and as we get to others of you who will testify or supplement 
the testimony of others, if you will just identify yourself for the 
record, if you have not already done so, we will swear you in at that 
time. 

We are glad to have you with us this morning, Mr. Berger. 

Mr. Bercer. Thank you. I am sorry I was unable to be here yes- 
terday. 

Mr. Fountarn. That is all right. As you discovered, I guess, we 
are engaged in the process of trying to educate the subcommittee and 
at the same time establish a record which might be helpful to Members 
of Congress and others who read it, to find out how these operations 
take place. 

Mr. Berger, in addition to financing exports under title I, CCC sells 
and subsidizes tremendous quantities of surplus commodities? 

Mr. Berger. That is correct. 

Mr. Founrtarn. I think it would be helpful to most of us on the 
committee if we obtain background information concerning the respon- 
sibilities of the various officials of the CCC and the authority exer- 
cised by them with respect to both title I and other commodity export 
programs. 

Rather than get a lot of detailed testimony about it, I understand 
that CSS’s organization, functions and operating relationships are set 
forth in Administrative Operations Handbook One. 

If there is no objection, I think it would be helpful to have the 
pertment parts of that document in the record. 

559 
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Have you designated the parts you think would be appropriate? 

Mr. Naveuten. There are about 20 pages, I think, of text. 

Off the record. 

(Discussion off the record.) 

Mr. Founrarn. If there is no objection, the excerpts selected by 
Mr. Naughton will be put in the record, and if, after you have exam. 
ined it, you think something else ought to be put in, let us know, 

Mr. Bercer. Yes, sir. 

Was this 1 or 1-A? 

Mr. Founrarn. 1-AO. 


(The documents referred to are as follows :) 
ADMINISTRATIVE OPERATIONS HANDBOOK I 
CSS ORGANIZATION, FUNCTIONS AND OPERATING RELATIONSHIPS (1—AQ) 


PART 1. GENERAL 

1. Purpose 

This handbook describes the organizational structure of CSS and its location 
within the United States Department of Agriculture. It shows the functions 
of each organizational unit and describes internal reporting lines and operating 
relationships for Commodity Stabilization Service and ASC State and county 
offices. It prescribes standard organization symbols and shows the assignment 
of commodities to Washington divisions and offices. 
2. Chart exhibits 


The structural organization chart of the U.S. Department of Agriculture is 
attached as Exhibit 1. The functional organization chart of the Commodity 
Stabilization Service is attached as Exhibit 2. 


PART 2. CSS REPORTING LINES AND OPERATING RELATIONSHIPS 


Section 1. Reporting Lines 
8. Basis 

The reporting lines in CSS, as described below, are based on those shown in 
Exhibit 2, CSS Functional Organization Chart. 

4. To the Administrator 

A. The following report direct to the Administrator and Associate 
Administrator. 

Deputy Administrator, Price Support. 

Deputy Administrator, Operations, 

Deputy Administrator, Production Adjustment. 
General Sales Manager. 

Executive Assistants to Administrator. 
Consultants. 

Disaster Livestock Feed Staff. 

Compliance and Investigation Division. 

Food and Materials Requirements Division. 
Internal Audit Division. 

B. In the absence of the Administrator and the Associate Administrator, 
one of the Deputy Administrators, the General Sales Manager or the Bxecutive 
Assistant to the Administrator shall act as Administrator in order of precedence 
as listed above. 

Cc. The General Sales Manager acts for the Administrator in the determina- 
tion and direction of CCC sales policies. He shall determine overall policy 
and guidelines and shall utilize the existing organizational units reporting to 
the three Deputy Administrators in implementing and performing his responsi- 
bilities for policy formulation. He will deal directly with CSS commodity 
divisions in the determination of CCC sales policy. 
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5. To the Deputy Administrator, Price Support 


The following report to the Deputy Administrator, Price Support, concerning 
all aspects of their operations except (a) program policy formulation and 
operations with respect to the acreage allotment and marketing quota programs, 
the Soil Bank programs, the payment and production adjustment aspects of 
the Sugar Act, (b) operations at the ASC State and county level with respect 
to price support, CCC-owned storage, and sales, and (c) CCC sales policy. (See 
Section 2 of this part.) 

Cotton Division. 

Grain Division. 

Livestock and Dairy Division. 
Oils and Peanut Division. 

Sugar Division. 

Tobacco Division. 

Barter and Stockpiling Division. 
Price Division. 


6. To the Deputy Administrator, Operations 


The following report to the Deputy Administrator, Operations: 
Administrative Services Division. 
Budget Division. 
Directives Systems Analysis Division. 
Fiseal Division. 
Information Division.’ 
Personnel Management Division. 
Transportation and Storage Services Division. 
CSS Commodity Offices. 

%. To the Deputy Administrator, Production Adjustment 

The following report to the Deputy Administrator, Production Adjustment: 
Area Directors. 
Performance Division. 
Soil Bank Division. 
ASC State and County Offices.’ 


Section 2. General Program Responsibilities and Operating Relationships 


8. General 

The responsibilities and operating relationships between CSS and ASC organ- 
izational units involved in carrying out the assignments of responsibilities indi- 
cated in the functional organization chart of CSS, are as follows: 


9. Responsibility for program policy formulation and interpretation 
The program policy formulation and interpretation function in CSS is assigned 
as follows: 
A. Deputy Administrator, Price Support.— 
Price Support (including inventory management and CCC storage). 
Commodity Disposal excluding sales. 
International Commodity Agreements. 
Barter. 
B. Deputy Administrator, Production Adjustment.— 
Acreage allotment and marketing quota programs. 
Soil Bank programs. 
Payment and production adjustment aspects of the Sugar Act. 
C. General Sales Manager.— 
CCC Sales. 
10. Responsibility for program operations 
A. Deputy Administrator, Production Adjustment.—1. The operation of acre- 
age allotment and marketing quota programs, Soil Bank programs, the payment 
and production adjustment aspects of the Sugar Act and the Agricultural Con- 
servation Program through the ASC State and county committees is the respon- 
sibility of the Deputy Administrator, Production Adjustment. He also is respon- 





The Information Division reports direct to the Administrator for overall information 
Policy determination and relationships with the press. 
Reenter responsibility assigned_to the CSS by the Secretary of Agriculture, pursuant to 
eorganization Plan 2 of 1953, Chapter 11, Title 9, Administrative Regulations, USDA. 
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sible for CCC price support (including inventory management and storage) CCC 
sales operations and other assigned programs where such activities are under 
ASC State and county committees. 

2. The Deputy Administrator, Production Adjustment, also has overall re. 
sponsibility for the operations of the Area Directors, the Soil Bank and Per. 
formance Divisions. 

B. Deputy Administrator, Operations.—1. The operations within established 
policy of all programs in the CSS commodity offices are the responsibility of the 
Deputy Administrator, Operations. 

2. The general field of administrative management performed by the Adminis- 
trative Services, Budget, Directives Systems Analysis, Fiscal, Personnel Manage. 
ment, and Transportation and Storage Services Divisions is the overall responsi- 
bility of the Deputy Administrator, Operations. 

C. Deputy Administrator, Price Support. The Deputy Administrator, Price 
Support has overall responsibility for the operation of price support programs 
and commodity disposal programs other than sales except where such operations 
are under ASC State and county committees or CSS commodity offices. He also 
has overall responsibility for the operations of the Barter and Stockpiling Divyj- 
sion, Price Division, and for activities with respect to international commodity 
agreements (including wheat and flour export subsidy programs). " 


11. Utilization of staffs of divisions and offices 

A. Each CSS division and office has full responsibility for the performance 
of its functions within policies approved or determined by the Administrator, 
Associate Administrator, the General Sales Manager and the respective Deputy 
Administrators. 

B. The various divisions and offices shall be fully utilized by the Administrator, 
Associate Administrator, General Sales Manager and the Deputy Administrators. 
Services of subject matter specialists shall not be supplanted by establishment in 
the Offices of the Administrator, Deputy Administrators or the General Sales 
Manager, of similar subject matter specialists. When the service of a specialist 
is needed it shall be requested through the office of the appropriate division 
director. 


Section 3. Functions and Relationships of the General Sales Manager, and 
Deputy Administrators 
12. General 

The following is a delineation of the functions of the General Sales Manager, 
and each Deputy Administrator with reference to each of the others and their 
respective relationships to the several organization units of CSS. 

13. Determination and interpretation of program and operating policy 

A. General Sales Manager.—Responsible for determining all CCC sales policy 
and pricing policy for CCC domestic and export sales, including subsidy rates 
for payment-in-kind or similar programs. 

B. Deputy Administrator, Production Adjustment.—Responsible for program 
policy determinations and interpretations thereof relating to the acreage allot- 
ment and marketing quota programs, Soil Bank programs, the payment and pro- 
duction adjustment aspects of the Sugar Act carried out by CSS, and for all 
operations within established policy of all CSS, ACPS, and other assigned pro- 
grams through ASC State and county offices. 

C. Deputy Administrator, Operations.—Responsible for all operating policy 
determinations with respect to the services performed by the divisions reporting 
to him; for all operations of CSS commodity offices within established program 
policy ; for the technical adequacy of administrative management procedures and 
systems employed by all CSS and ASC organizational units; and for prescribing 
systems under which CSS Administrator’s memorandums, instructions, proce- 
dures, and handbooks will be issued. 

D. Deputy Administrator, Price Support.—Responsible for program policy de- 
terminations and interpretations thereof relating to CCC price support including 
inventory management and CCC storage and other commodity programs carried 
out by CSS, other than the acreage allotments and marketing quota programs, the 
Soil Bank program, the payment and production adjustment aspects of the Sugar 
Act, and CCC sales programs. 
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14. Acting in behalf of the Administrator 


Within his particular field of responsibility, the General Sales Manager and 
each Deputy Administrator is authorized to act for the Administrator, clearing 
with the Associate Administrator or the Administrator only those matters which 
in his judgment are of sufficient importance to require clearance or other matters 
specifically designated for clearance. 


15. Clearance and coordination 


The General Sales Manager and each Deputy Administrator shall be responsi- 
ple for ascertaining that each of the others is enabled to participate in the 
process of program or operating policy determination at the policy formulation 
or developmental stage, or at the time consideration is being given to changes 
in existing policy, whenever such determinations will have an ultimate effect 
on the performance of the responsibilities of another Deputy Administrator or 
those of the General Sales Manager. This participation should include, but not 
pe limited to, appropriate representation at meetings and conferences, with 
commodity and other divisions, ASC State offices and others. 


16. Recommending changes in policy 


It shall be the responsibility of each Deputy Administrator and the General 
Sales Manager to make such recommendations to the other Deputy Administra- 
tors for changes in program or operating policy which appear desirable from 
the standpoint of improving the performance of his own responsibilities. 


PART 3. COMMUNICATIONS POLICIES 
Section 1. Issuance of CSS Handbooks, Operating Procedures, and Instructions 


17. Instructions to the CSS commodity offices 


The Deputy Administrator, Operations, shall determine the adequacy of all 
formal operating procedures or instructions issued for use by CSS commodity 
offices, and such instructions shall be signed by the Deputy Administrator, Opera- 
tions. Except as indicated in paragraph 21, all verbal instructions not already 
covered in writing shall be transmitted by the Deputy Administrator, Opera- 
tions. 


18 Instructions to ASC State and county offices 


The Deputy Administrator, Production Adjustment, shall determine the ade- 
quacy of all formal operating procedures or instructions issued for use by ASC 
State and county offices and such instructions shall be signed by the Deputy 
Administrator, Production Adjustment. All verbal instructions not already 
covered in writing shall be transmitted by the Deputy Administrator, Produc- 
tion Adjustment, or the appropriate Area Director. 


19. Clearance of instructions to ASC State offices which affect CSS commodity 
office operations 


The Deputy Administrator, Production Adjustment, shall clear with the Deputy 
Administrator, Operations, any instructions to ASC State offices affecting opera- 
tions of CSS commodity offices. Likewise, the Deputy Administrator, Opera- 
tions, shall clear with the Deputy Administrator, Production Adjustment, any 
instructions to CSS commodity offices which will affect ASC State or county 
office operations. 


20. Instructions relating to management operations under Deputy Administrator, 
Operations 

The Deputy Administrator, Operations, shall issue to all Washington units 
of CSS and the CSS commodity offices all formal operating policy and pro- 
cedures with respect to the work of the Administrative Services, Budget, Di- 
rectives Systems Analysis, Fiscal, Information, Personnel Management, and 
Transportation and Storage Services Divisions. Such determinations and in- 
terpretations which involve ASC offices as well as the CSS commodity offices 
and/or Washington CSS divisions shall be issued jointly by the Deputy Admin- 
istrator, Operations, and the Deputy Administrator, Production Adjustment. 
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Section 2. Communications from Washington to Field Offices 


21. Telephonic advice to CSS commodity offices 

A. Normally telephonic advice on program policy determination and interpre. 
tation to commodity offices shall be made by the Deputy Administrator, Opera. 
tions. However, in unusual circumstances and where the need is urgent, Csg 
commodity offices may be given program policy determinations and interpreta. 
tions by telephone directly from the Deputy Administrators, the General Sales 
Manager, and CSS division directors, subject to immediate confirmation in writ. 
ing. Such confirmations shall be signed by the Deputy Administrator, Operg. 
tions. However, no telephone calls to commodity offices for any purpose by 
any personnel of any Washington division or office other than the director of 
such division or office or other specific individuals agreed to by the Deputy Aq- 
ministrator, Operations, for specific purposes shall be made without prior clear. 
ance with the Office of the Deputy Administrator, Operations. Any Washing. 
ton division or office authorized to make a call to or any Washington division 
or office which receives a call from a commodity office shall make a record of 
the call. Unless mutually satisfactory arrangements are made for oral reports 

a brief summary of the call shall be submitted in writing to the Office of the 
Deputy Administrator, Operations, if the call is made or taken by a division 
or other office employee and to the appropriate subject-matter division if the 
call is made or taken by the Deputy Administrator, Operations. 

_ B. No instructions shall be given by telephone to CSS commodity offices by any 
CSS division, except as provided above, and in the event of such exception im- 
mediate written confirmation shall be prepared and submitted to the Deputy 
Administrator, Operations, for transmittal to the commodity offices. 

22. Written communications to CSS commodity offices 

All written communications involving program or operating policy deter- 
minations or policy interpretations, when addressed to CSS commodity offices 
shall be signed by the Deputy Administrator, Operations, except that com- 
munications of specifil decisions made by the Administrator under authority 
not delegated by him shall be signed by the Administrator. If changes in com- 
munications are made by reviewing authorities, the originating division or 
office shall be notified promptly. 


23. Telephonic advice to ASC offices 


No telephone calls to ASC State or county offices for any purpose shall be 
made by any Washington CSS division or office without prior clearance with 
the office of the appropriate Area Director or the Office of the Deputy Adminis- 
trator, Production Adjustment. Any division or office which makes a call to 
or receives a call from any ASC office shall make a record of the call. Unless 
mutually satisfactory arrangements are made for oral reports, a brief sum- 
mary of the call shall be submitted in writing to the Area Director if the call is 
made or taken by a division or other office employee, and to the appropriate 
subject matter division if the call s made or taken by the office of the Area 
Director. No instructions except those already covered in writing shall be 
given ASC offices by telephone except by the Office of the Deputy Administrator, 
Production Adjustment, or by the office of the appropriate Area Director. 


24. Letters, telegrams, and memoranda to ASC offices 

All written communications involving program or operating policy deter- 
minations or policy interpretations, when addressed to ASC offices shall be 
signed by the Deputy Administrator, Production Adjustment, except that com- 
munications of specific decisions made by the Administrator under authority 
not delegated by him shall be signed by the Administrator. If changes in 
communications are made by reviewing authorities, the originating division 
or office shall be notified promptly. Written communications which direct the 
ASC offices or which constitute an approval or disapproval of action proposed 
by an ASC office shall be signed only by the Deputy Administrator for Produce 
tion Adjustment or the appropriate Area Director. All other written com 
munications to ASC offices may be signed by either the appropriate Area Director 
or the director of the originating division. In all cases, copies will be promptly 
submitted to the appropriate Area Director and division director. 
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95. Day-to-day operating information to CSS commodity offices 

A. General—CSS commodity divisions and other divisions may write or wire 
directly to CSS commodity offices on detail day-to-day operations or services 
and shall send direct to these offices such items as shipping authorizations 
containing program and shipping details, abstracts or copies of contracts, 
designation of offices to order shipments, ocean freight arrangements, requests 
for availability information and similar matters. 

B. Information copies.—Information copies of all correspondence addressed 
to OSS commodity offices shall be furnished the Deputy Administrator, Opera- 
tions, except routine transmittals and other categories specifically excepted 
py the Deputy Administrator, Operations. 


96. Field visits 

Field visits by Washington personnel other than the General Sales Man- 
ager, Deputy Administrators, Area Directors, Auditors, and Investigators shall 
be arranged with the concurrence of the Deputy Administrator, Operations, in 
the case of visits to the CSS commodity offices and with the concurrence of the 
Deputy Administrator, Production Adjustment, or appropriate Area Director, 
in the ease of ASC State and county offices. The Deputy Administrator, Opera- 
tions, shall be kept completely informed as far in advance as possible of all 
meetings arranged with the Trade in the respective commodity office areas. If 
Trade meetings are contemplated in which the commodity offices are expected 
to or may wish to participate, ample time shall be permitted for the Deputy 
Administrator, Operations, to consult with the commodity office before setting 
meeting dates. 


Section 3. Communications From Field Offices to Washington 


97. Routine subjects 

CSS commodity offices and ASC State offices shall ordinarily direct routine 
inquiries and other correspondence regarding day-to-day work of CSS divisions 
to the respective division directors. 
28. Requests for policy determinations 

CSS commodity offices and ASC State offices when requesting policy deter- 
mination or policy interpretation, or making special inquiries, shall direct their 
eommunications to the Deputy Administrator, Operations, and to the Deputy 
Administrator, Production Adjustment, respectively, or to the appropriate Area 
Director when the communication originates in an ASC State office. It shall be 
the responsibility of the Deputy Administrator, Operations, and the Deputy Ad- 
ministrator, Production Adjustment, respectively, to ascertain that the informa- 
tion desired is obtained from the appropriate source. 


PART 4. ADMINISTRATIVE FUNCTIONS 


29. Commodity divisions having program functions for which the Deputy Ad- 
ministrator, Production Adjustment, is primarily responsible 


With respect to those commodity divisions which have responsibility for the 
acreage allotment and marketing quota and Soil Bank programs, and the pay- 
ment and production adjustment aspects of the Sugar Act, the Deputy Adminis- 
trator, Price Support, shall consult with the Deputy Administrator, Production 
Adjustment, concerning any proposals to change the organization, staffing level, 
or key personnel in these divisions which perform work in the acreage allot- 
ment and Marketing Quota Program, the Soil Bank Program, or the payment 
and production adjustment aspects of the Sugar Act. The Deputy Administrator, 
Production Adjustment, shall make such recommendations to the Deputy Ad- 
ministrator, Price Support, as appear to him desirable with respect to these 
divisions to facilitate the performance of his program responsibilities. 


30. Commodity divisions handling CCC sales 


The Deputy Administrator, Price Support, shall consult with the General Sales 
Manager with respect to any proposals to change the organization, staffing 
level, or key personnel of the commodity divisions which handle COC ‘sales 
activities, The General Sales Manager may propose to the Deputy Administra- 
tor, Price Support, such changes as appear to him desirable with respect to such 
divisions to facilitate the handling of CCC sales. 
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81. ASC State and county offices carrying out price support programs 


The Deputy Administrator, Production Adjustment, shall consult with the 
Deputy Administrator, Price Support, and the Deputy Administrator, Opera. 
tions, or the General Sales Manager with respect to any changes in the metho 
of carrying out established CCC price support, CCC-owned storage, sales, oy 
other commodity program policy through the ASC State and county offices which 
might affect the adequacy of policy execution. 

382. CSS commodity offices’ methods of operations 

The Deputy Administrator, Operations, shall consult with the General Saleg 
Manager and/or the Deputy Administrator, Price Support, and the Deputy Aq. 
ministrator, Production Adjustment, with respect to any changes in methods of 
operations in the CSS commodity offices which might affect the adequacy of the 
performance of established program policy. 


33. Divisions responsible to the Deputy Administrator, Operations 


While the Deputy Administrator, Operations, has over-all responsibility for 
the services rendered by the Administrative Services, Budget, Directives Sys. 
tems Analysis, Fiscal, Information, Personnel Management, and Transportation 
and Storage Services Divisions, any change or modification in these services 
affecting the General Sales Manager or divisions and offices reporting to either 
the Deputy Administrator, Price Support, or the Deputy Administrator, Produc. 
tion Adjustment, shall be cleared with the appropriate Deputy or the Genera] 
Sales Manager before execution. The Deputy Administrator, Production Ad- 
justment, the Deputy Administrator, Price Support, and the General Sales Man- 
ager shall make such recommendations to the Deputy Administrator, Operations, 
for improvement in these services as appear desirable in order to facilitate the 
performance of their respective responsibilities. ‘The Deputy Administrator, 
Operations, will furnish field assistance to ASC State and county offices and 
make surveys of operations as requested or concurred in by the Deputy Admin. 
istrator, Production Adjustment. 

34. Coordinating the development of CSS budget policy 

The Deputy Administrator, Operations, shall coordinate the development of 
CSS budget policy, consulting with the General Sales Manager, the Deputy 
Administrator, Price Support, and the Deputy Administrator, Production Adjust- 
ment, with respect to estimates of funds required to carry out the programs for 
which they, respectively, have responsibilities for program policy formulation, 
and with respect to the actual use of funds available for each activity in each 
organizational unit of CSS. Recommendations made by the Deputy Adminis- 
trator, Operations, to the Administrator shall be either in agreement with those 
of the General Sales Manager, the Deputy Administrator, Production Adjust- 
ment, and the Deputy Administrator, Price Support, or shall indicate clearly 
the respective differing recommendations. Where estimated fund requirements 
for commodities or programs involve two or more divisions, the Budget Division 
shall be responsible for determining that such estimates are in accord with C88 
budgetary policy, or for recommending to the General Sales Manager and/or 
appropriate Deputy Administrators, such estimates of fund requirements as 
will conform to CSS budgetary policy. 


35. Direct operations with administrative management divisions 


Each CSS and ASC organizational unit is expected to deal directly with the 
appropriate CSS division handling administrative management functions in 
connection with its requirements. It is the responsibility of the service divi- 
sion to obtain such clearance as is required by the Deputy Administrator, Opera- 
tions, and it is his responsibility to clear with the other deputies, the General 
Sales Manager, or the Administrator, as appropriate. 


PART 5. SPECIFIC RESPONSIBILITIES OF DIVISIONS AND OFFICES 


36. Divisions and offices reporting to Administrator 


The Consultant’s Staff, The Disaster Livestock Feed Staff, the Compliance 
and Investigation Division, the Food Materials and Requirements Division and 
the Internal Audit Division report directly to the Administrator (and/or the 
Associate Administrator) with respect to all aspects of the performance of their 
responsibilities (policy formulation and interpretation, administrative direc- 
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tion and supervision, and guidance of actual operations). All issues with re- 
to the work of these units as it affects the work of other units of CSS will 
pe resolved by the Administrator. 


87. Divisions and offices reporting to Deputy Administrator, Production 
Adjustment 


The Area Directors, the Performance Division, and the Soil Bank Division 
report directly to the Deputy Administrator, Production Adjustment, with 
respect to all aspects of the performance of their responsibilities (policy formu- 
lation and interpretation, administrative direction and supervision, and guidance 
of actual operations). All issues with respect to the work of these units as it 
affects the work of other units of the Commodity Stabilization Service will be 
resolved by the Deputy Administrator, Production Adjustment. 


88. Divisions and offices reporting to Deputy Administrator, Operations 


The Administrative Services, Budget, Directives Systems Analysis, Fiscal, 
Information, Personnel Management, and Transportation and Storage Services 
Divisions report directly to the Deputy Administrator, Operations, with respect 
to all aspects of the performance of their responsibilities (policy formulation 
and interpretation, administrative direction and supervision and guidance of 
actual operations).’ Since the work of these units is in the management or 
service field, it is expected that they will work closely with all other Washing- 
ton and field units of CSS and that they shall furnish them with full service 
within established policy. However, they shall receive all instructions from the 
Deputy Administrator, Operations, it being one of the responsibilities of the 
Deputy Administrator, Operations, to resolve any issues with respect to manage- 
ment services with other Deputy Administrators and the General Sales Manager. 
No policies formulated, policy interpretations or operating instructions recom- 
mended by these Divisions shall become effective unless approved by the Deputy 
Administrator, Operations. 

39. Divisions and offices reporting to Deputy Administrator, Price Support 

A. The Barter and Stockpiling Division and the Price Division report directly 
to the Deputy Administrator, Price Support, with respect to all aspects of the 
performance of their responsibilities (policy formulation and interpretation, 
administrative direction and supervision and guidance of actual operations). 
It shall be the responsibility of the Deputy Administrator, Price Support, to 
determine, after consultation with the General Sales Manager, the CCC comodi- 
ties and the quantities thereof available for barter. 

B. The Cotton, Grain, Livestock and Dairy, Oils and Peanut, Sugar, and 
Tobacco Divisions report to the Deputy Administrator, Price Support, for ad- 
ministrative direction and supervision and for matters covered in paragraph 
41 below. 


40. Matters on which Commodity divisions report to Deputy Administrator, 
Production Adjustment 


With respect to policy formulation and interpretation concerning acreage 
allotments and marketing quotas and Soil Bank programs, the Cotton, Grain, 
Oils and Peanut, and Tobacco Divisions report directly to the Deputy Administra- 
tor, Production Adjustment. Also, with respect to policy formulation and in- 
terpretation concerning the payment and production adjustment aspects of the 
Sugar Act, the Sugar Division reports directly to the Deputy Administrator, 
Production Adjustment. No policies formulated, policy interpretations or op- 
erating instructions concerning these programs shall become effective unless 
approved by the Deputy Administrator, Production Adjustment. 


41. Matters on which Commodity divisions report to Deputy Administrator, 
Price Support 


With respect to policy formulation and interpretation concerning the CCC 
price support program (including inventory management, storage, and disposals 
other than sales) the Cotton, Grain, Livestock and Dairy, Oils and Peanut, 
Sugar, and Tobacco Divisions report directly to the Deputy Administrator, 
Price Support. It shall be the responsibility of the Deputy Administrator, Price 
Support, to determine, after consultation with the General Sales Manager, the 





* The Information Division reports direct to the Administrator for overall information 
policy determination and relationships with the press. 
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CCC commodities and the quantities thereof to be disposed of other than 
through sales. No policies formulated or policy interpretation included jy 
Secretary’s Regulations, Price Support Bulletins, or CCC Board Dockets, ¢op. 
cerning these programs, shall become effective unless approved by the Deputy 
Administrator, Price Support. Instructions to CSS commodity offices shajj 
be transmitted by the Deputy Administrator, Operations, and instructions to 
ASC State or county offices shall be transmitted by the Deputy Administrator, 
Production Adjustment. 


42. Matters on which Commodity divisions report to General Sales Manager 


With respect to policy formulation and interpretation concerning the sale 
of CCC-owned commodities in inventory and available for disposition, the Cotton, 
Grain, Livestock and Dairy, Oils and Peanut, Sugar, and Tobacco Divisions 
report directly to the General Sales Manager. There shall be formulated and 
agreed upon by the Deputy Administrator, Price Support, and the Generai 

Sales Manager, with respect to each commodity, a specific point in the acquisi- 
tion of each commodity when it shall be considered to be within the purview 
of the General Sales Manager for sales policy determination. As a general 
rule, the General Sales Manager will have sales policy cognizance of each 
commodity after it is in CCC inventory either in original or processed form, 
whichever occurs latest. The General Sales Manager will utilize fully the 
respective commodity divisions and will rely on the commodity divisions for 
preparation of instructions for implementation of sales policy. The General 
Sales Manager shall rely upon the respective commodity divisions for con- 
ducting whatever actual sales or export-payment operations are handled in 
Washington, and on CSS commodity offices and ASC State and county offices 
for conducting such operations in the field, within a broad policy framework 
or specific guidelines determined by the General Sales. Manager. No policies 
formulated, or policy interpretations concerning CCC sales shall become ef. 
fective unless approved by the General Sales Manager. No such instructions 
to CSS commodity offices shall be transmitted except by the Deputy Administra- 
tor, Operations, and no such instructions to ASC State or county offices shall be 
transmitted except by the Deputy Administrator, Production Adjustment. 
43. Reporting lines for ASC offices 

The ASC State and county offices. report through the respective Area Di- 
rectors to the Deputy Administrator, Production Adjustment, with respect to 
all aspects of the performance of their responsibilities. Once policies are 
established (or interpreted) and operating instructions are formulated by any 
division or staff, approved and transmitted to the ASC State and county of- 
fices, by the Deputy Administrator, Production Adjustment, full responsibility 
for operating and administration of the applicable program through ASC State 
and county offices shall be the responsibility of the Deputy Administrator, 
Production Adjustment. ASC State or county offices shall make recommenda- 
tions for policy formulation or change and shall request needed policy interpre: 
tations through the Deputy Administrator, Production Adjustment, or appro- 
priate Area Director. 

44. Reporting lines for CSS commodity offices 

The CSS commodity offices report directly to the Deputy Administrator, Op 
erations, with respect to all aspects of the performance of their responsibilities. 
Once policies are established (or interpreted) and operating instructions are 
formulated by any division or staff, approved and transmitted to the CSS 
commodity office by the Deputy Administrator, Operations, full responsibility 
for operation and administration of the applicable program by the CSS com- 
modity offices shall be the responsibility of the Deputy Administrator, Opera- 
tions, CSS commodity offices shall make recommendations for policy formulations 
or change and shall request needed policy interpretations through the Deputy 
Administrator, Operations. 

Mr. Berger, as Administrator of the Commodity Stabilization Serv- 
ice and Vice President, Commodity Credit Corporation, have any 
significant restrictions been placed upon your authority by superiors 
in your department, or are you free in your executive capacity to run 
the Commodity Credit Corporation in accordance with your best 
judgment, so long as you do. not exceed the legal authority possessed 
by the (¢ ‘orporation ? 
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TESTIMONY OF WALTER C. BERGER, ADMINISTRATOR, COMMODITY 
STABILIZATION SERVICE, AND EXECUTIVE VICE PRESIDENT, 
COMMODITY CREDIT CORPORATION 


Mr. Bercer. Mr. Chairman, I would like first to correct the title. 
[carry the title of Executive Vice President of Commodity Credit, 
instead of Vice President. We have several other vice presidents. 
Each of my deputies, including the Sales Manager, is a vice president 
of the Commodity Credit Corporation. é. 

None of us are on the Board of Directors of Commodity Credit 
Corporation. We operate under the Board like any other corpora- 
tion would, and the policy determination by the Board gives us our 
authorities on the various documents we bring to them, and we carry 
out the functions under their direction to that extent. 

I would say that many times, the same as I would do if I were 
operating a private corporation, I would go to the Board on some 
things that 1 wasn’t real sure about myself and wanted to be sure I 
had the Board’s backing before I took action, though I may have 
the authority to do it. 1 do that for my own protection, as I would 
in any corporation I might be managing. 

So it is not just a matter of whether we have the legal authority to 
do it. Many times I check with my Board on things in which I want 
to be sure I have the Board backing or am carrying out their wishes 
on different programs that come up. 

Mr. Fountain. As executive vice president, you operate somewhat 
as the executive vice president of a private concern does; you are the 
operating head, and except in the case where you feel the necessity to 
consult the Board or where the Board on its own initiative adopts 

licy and gives you instructions, you carry on the operations of the 
Cor oration 4 

Mr. Bercer. That is correct. 
| I might clarify, I am not on the Secretary’s policy staff level. I 

am covered the same as the rest of the civil servants here, reporting to 
the committee here today. So the policy determinations are still 
made above me. 

Mr. Founrarn. Who are the members of the Board? 

Mrs. Bercrr. The Secretary of Agriculture, Ezra Taft Benson, is 
Chairman of the Board. True D. Morse, the Under Secretary of 
Agriculture, is the president of the Board of Directors, of Commodity 
Credit. We have the three assistant secretaries, Mr. Marvin McLain 
whom I report to. Mr. Clarence Miller, another assistant secretary, 
and Mr. Peterson, another assistant secretary, and the General Coun- 
sel. I don’t know that that job has finally been filled or not. And he 
isamember of the Board. And Mr. Orris Wells, the Administrator 
for Agricultural Marketing Service. His many, many years, having 
been the head of the old BAR, and his knowledge of programs, back- 
ground, is very very valuable on the Board, and he is the other Board 
member. 

Mr. Naveuton. Is Dr. Meyers, the Administrator of the Foreign 
eh Service, a member of the Board ? 

r. Bercer. No. 


Mr. Fountarn. You Say, as executive vice president, you are not a 
member of the Board? 
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Mr. Bercer. I am not. That was changed about the time I came 
into the service. I personally felt, and with my approval and partly 
my suggestion, I felt it was better if I were not a member of the 
Board; that I could do a better job by not being a member of the 
Board. 

Mr. Fountain. Can any one member of the Board individually, 
without Board action, overrule decisions you may make or action yoy 
may take? 

Mr. Bercer. I don’t think so. 

Mr. Fountain. In other words, the Secretary of Agriculture, as q 
member of the Board 

Mr. Bercer. That is right, Chairman of the Board 

Mr. Founrarn. Individually would not have that authority ? 

Mr. Bercer. Well, there are many things in which he has the au- 
thority that we carry out, various programs that he has the authority 
delegated to him by Congress, in which he has the final say so on many 
things. ; 

Mr. Fountary. You mean he has, by congressional legislation, the 
final decision in connection with CCC operations ¢ 

Mr. Brercer. I would say in some of the programs. I would like 
to check with my attorneys on that. I ‘don’t want to give you mis- 
information on that. 

Would you help me? 

Mr. Corrman. Some things, the Secretary does have authority. 

Mr. Fountain. By virtue of his position, naturally you would be 
subject to influence and persuasion by him. 

Mr. Corrman. Some by specific provision of the statute. For in- 
stance, the determination of what are surplus commodities is vested 
in the Secretary. 

Mr. Founrarn. I am thinking primarily about the operations of 
CCC. 

Mr. Corrman. Of course, as Mr. Cooper has pointed out, in the 
charter act, itself, CCC is specifically made subject to the supervision 
of the Secretary. 

Mr. Fountain. Are you subject to the authority of anyone else, 
either on or off the Board, other than the Secretary of Agriculture! 

Mr. Bercer. No, I consider him as my top man. I report through 
an Assistant Secretary, Mr. Marvin McLain, as I say, to the Secretary. 
But Mr. McLain can either speak for the Secretary on any policy 
matter or he would take it to the Secretary and discuss it with him, 
of course. 

Mr. Founrain. But except as you might be influenced by sugges- 
tions which are made, as you understand the operations, no one other 
than the Secretary has—he is authorized by statute in certain cases— 
has the authority to overrule any action which you might desire to 
take ? 

Mr. Brercer. That, or Board action. 

Mr. Fountarn. Or the Board? 

Mr. Bercer. Yes, or the Board, 

Mr. Fountain. Have there been any occasions where either the 
Board or the Secretary has overruled you? 
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Mr. Brercer. Well, I would say there are—there have been a num- 
ber of cases where we have come in with certain recommendations. 
We feel it is our responsibility of the CSS, when we bring something 
before the Board, that we make a recommendation, but it is not always 
accepted, and many times our recommendations are changed or sent 
back for further review or as far as that is—as far as that is con- 
cerned. But it doesn’t happen very often. But it has happened 
several times. 

Mr. Fountain. I know you consult with one another, naturally, 
and try to reach what you conceive to be the best decision on any 
given proposition. But in a case where you make a decision, and as 
far as you are concerned, that is your decision 

Mr. Bercer. That is correct. 

Mr. Founratn. Have there been occasions where you have been 
overruled by the Board or by the Secretary ? 

Mr. Bercer. No. 

I have had appeals made to the Board. I can cite one—whether 
it would be good to have it on the record or not. But I would say, 
for instance, we have had a decision made by myself in regard to 
the payment of a subsidy on first- and second-clear flour, and I have 
reviewed it, we have in CSS several times, and it has come clear 
to my level for final decision, and I have made a certain determina- 
tion In regard to it, and that has been appealed in the last 6 months 
to the Board of Directors of CCC, and they will have to make the 
decision. 

So anybody that does not like the decision has the right to go 
to the Board of Directors of CCC and appeal to them for—because 
they don’t agree with my judgment. 

Mr. Founratn. Then, subject to— 

Mr. Bercer. I use that just as an illustration. 

Mr. Founratn. Then, subject to the authority you have already 
set forth, when decisions are made, they are either made by you or 
without objection from you? Operating decisions, that is? 

Mr. Bercer. Yes, operating decisions. 

Mr. Smiru. I wonder, on this point of appeals, I wonder if ap- 
peals come as a result of the Administrative Procedure Act or is that 
something within your own regulations? 

Mr. Bercer. The ones, such as I have just suggested ? 

Mr. Smiru. Yes. 

Mr. Corrman. Just within our own 

Mr. Bercer. It is just a matter of here I am the executive vice 
president, running the CCC. I have made a decision. Certain people 
are unhappy, and they have the right to talk to the Board of Direc- 
tors of CCC and discuss it with them and have it looked over again, 
if they want to. 

Mr. Naventon. Do the Board of Directors usually entertain an 
appearance by someone dissatisfied with a decision that has been 
made? 

Mr. Bercrr. No, the Board as a whole has had a policy ever since 
I have been here, at least, and I think prior to that, as I remember it, 
of not making a hearing out of Board of Directors meetings or not 
giving people an opportunity to come before the Board of Directors 
of CCC because they had certain little things they wanted to take 
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up with them. We have other procedures in which they may appeal 
any decisions of CCC or any particular problems. 

Maybe I am getting into another field. But I am thinking par. 
ticularly of the Contract Disputes Board we have set up in CCC, 
which I think has done a wonderful job in handling special cases and 
has done a wonderful job of settling a lot of complaints in the past, 
where a group of very good men, who have time to sit in and study 
these problems out, do so. ; 

But the policy of allowing anybody that happens to have a little 
complaint of some kind to come before the Board of Directors of 
CCC, that has not been a policy since I have been here, and I don’t 
believe it was before. 

Mr. Naveuton. Do they have to obtain permission from you to 
present their appeal to the Board ? 

Mr. Bercer. The Contract Disputes Board ? 

Mr. Naveuron. No, the Board of Directors of CCC. 

Mr. Brercrr. No, I would say all those men up to that level, their 
door is open to the public at all times, and if someone wants to come 
in and talk to them about it, the boys that work in the hallways, 
part of Agriculture, Mr. Naughton, can get in those doors and dis- 
cuss their problems at any time. They would talk to the individuals, 
and they will likely go to all doors before they are through, if they 
don’t like something I have done. : 

Mr. Navenron. How often does the Board of Directors meet? 

Mr. Bercrer. We have a standard meeting date when possible, or 
if we have anything particular to take up—the regular meeting date 
of the Board of Directors for CCC for nearly 2 years now has been 
Tuesday morning at 9 o’clock. However, I usually check with Mr. 
Morse, the president, who usually conducts the meetings of the Board 
of Directors, and with the secretary, Mr. Holm, who handles every- 
thing; everything comes to him that is to be taken up with the Board 
of Directors, and we check and see if there is anything important 
enough to call a meeting on Tuesday morning, and occasionally we 
eall it off. Then, there is the problem of getting a quorum, and that 
it particularly true when there are hearings on the Hill, and on Tues- 
day morning we may not. 

Then we have to call special meetings, and do so, at times when 
we can get a quorum if we need to take anything important. 

I would say I do not imagine we have had to call more than some- 
where between 5 or 10 special meetings in a year, and I do not 
suppose we have had to delay a Board meeting, when we had any- 
thing important, more than a day or two, because of the quorum prob- 
lem that we might have. 

Mr. Fountatn. What constitutes a quorum ? 

Mr. Bercer. I believe four, is it not, or is it seven? 

Mr. Corrman. I do not recall. 

Mr. Bercer. I think it is a majority, I think four, I am pretty sure. 
I know it is. 

Mr. Fountain. Then within your authority I assume you per- 
sonally make or try to make the more important decisions for CCC. 
Have you delegated important areas of responsibility where you ac- 
cepted judgment of someone else as a matter of course without review! 

Mr. Bercer. Mr. Chairman, I do not believe any good executive 
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running an organization with approximately 25,000 people on full- 
time employment can run such an organization unless he delegates 
gome authority. 

Mr. Fountain. We are not questioning that. 

Mr. Bercer. Yes, of course I do. 

Mr. Fountarn. I just asked if you did. 

Mr. Bercer. Surely. You have to. And I would say that that is 
one thing I have done. I have tried to set the organization up. I 
think these gentlemen here will back me up in saying I have delegated 
a lot of author ity out, because I think they can do a better job. I 
am frank to say ‘when I first came there I was surprised to find the 
amount of mail that the top executive was attempting to sign, and 
when people are preparing—division heads, specialists in their parti- 
cular field—letters, I would rather have their names on it, they would 
know what they are saying, and if they do not know we should try 
to get someone in there who does. That is the way I have been 
operating. 

Mr. Fountain. I wish I could find ways to do some more delegat- 
ing. You have three deputy administr: ators? 

‘Mr. Bercer. Yes. And I would say the sales manager is pretty 
much in the same classification. The way his oflice is set up by Con- 
gress, he reports directly to the Board of Directors of CCC, but due 
to the official capacity as Executive Vice President of CCC, naturally 
he reports through me, so I classify him the same as a deputy. 

Mr. Founratn. And the Deputy of Production and Adjustment 
handles primarily programs that directly affect producers and in- 
volve State and local ASC offices ¢ 

Mr. Bercer. That is correct. 

Mr. Founrarn. What are the principal duties and responsibilities 
delegated to the Deputy Administrator for Price Support ? 

Mr. Bercrr. We have within our or ganization the commodity 
specialty offices, such as cotton, peanuts and oil division, grain, to- 
bacco, sugar, a separate little unit of a special price analysis group, 
statistical economic group, that is very, very good, that are sort of a 
balance wheel between one commodity and another as much as we 
can keep the programs similar. All those divisions come under the 
Deputy of Price Support, and it is his responsibility to make the 
analysis of price support programs, develop the programs, and write 
the procedures and the handling of them, of course with the approval 
of the Deputy of Production, so it is carried on out in the field, so the 
farmers will have the progr am, so—our barter division comes under 
this particular man, too. 

Mr, Founrarn. Just for the record at this point, I forgot to swear 
you in, Mr. Berger. 

Mr. Bercer. I thought possibly having been before several times 

Mr. Founrarn. T echnically, I think it would be adequate, since we 
are on the same subject, but just as a matter of record, do you solemnly 
swear the evidence you are giving at this hearing and that you will 
probably give in subsequent hearings in connection with this matter 


will be the truth, the whole truth, and nothing but the truth, so help 
you God ? 


Mr. Bercer. I do. 
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Mr. Fountain. What are the principal duties and responsibilities 
delegated to the Deputy Administrator of Operations? 

Mr. Bercer. The first and important group—maybe I am saying 
this backwards, but they are also important—he has the direct re- 
sponsibility of running the eight commodity offices. And then he has 
under his jurisdiction within Washington the operating units such 
as the Fiscal Division, Budget Division, the—I do not have my chart 
here to list them, but we can put that organizational chart in there 
for you—handling all of this paperwork you might say, and the 
management work of the Commodity Stabilization Service. And 
they have been doing an excellent job. 

When I first came there, Mr. Chairman, the one deputy was trying 
to handle both fields, and I put in an extra deputy becau ise of the 
size of the organization, wanting to get it operating more as a good 
corporate structure should. 

Mr. Fountain. What are the duties and responsibilities of the Gen- 
eral Sales Manager ? 

Mr. Bercer. That has been described by Congress as a matter of 
record in the Congressional Record, and he is the | person with respon- 
sibility, to give it in general terms, he is responsible for all pricing, 
he is responsible for the development of all sales programs with par- 
ticular omphe asis on sales for dollars, No. 1. 

No. 2, sales for credit, and the supervision of the subsidy programs 
that we have in today, in what we call the payment in kind programs, 
establishment of those subsidies on everything exc - those established 
by the International Wheat Agreement on “wheat. And the super- 
vision of disposal programs as far as even title I progr ams. He does 
not actually develop the title I programs, but he sits in on the avail- 
ability of supplies and the important items that need to move, things 
of that kind. I think in general, I have given an analysis. 

Mr. Founratn. What are the ‘principal duties and responsibilities 
of the Commodity Division Directors ? 

Mr. Bercer. Each of those is considered and I would certainly rate 
them very highly as such, as specialists in their particular field, as 
being men in “their organization who know the commodity or com- 
modities in which they are working, and are able to work with the 
farmers, the farm organizations, the trade, in developing the price 
support programs for those particular commodities. And I bale 
we have a very, very excellent crew of men who are carrying on that 
work. Many of them have been there many, many years. 

Mr. Fountain. I suppose you have necessarily delegated to each of 
these sa ials the authority which you have with respect to their parti- 
cular areas of operation ? 

Mr. "Br rGER. From me to the deputy, the deputy to them, that is 
true. 

Mr. Fountarn. Have you reserved any particular functions which 
you exercise personally ? 

Mr. Brreer. One of my biggest functions that I have, of course, is 
when two Deputy Directors do not happen to agree and it has to come 
to me for decision, and that happens occasionally. But that is the 
primary one, of course. 
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Mr. Fountain. Then I assume, in those cases where there is dis- 
agreement, and primarily in those cases, you step in and make decisions 
from time to time which otherwise would be made by those subordi- 
nates. 

Mr. Bercer. That is correct. And many times, Mr. Chairman, you 
have your deputies who are running their particular organization, and 
two deputies do not see alike on what should be done, or a decision 
that should be made, in which they would rather pass the responsi- 
bility to someone higher, and many times I take it on up to the Board 
of Directors to get the decision, you see. 

Mr. Founrarn. Does the General Sales Manager establish sales 
policy and prices on his own authority, or is he required to obtain 
clearance from you on the more important matters ? 

Mr. Bercer. I have set up with the Sales Manager—and I think 
almost from the day of the office being set up—that every Monday 
afternoon at 2 o’clock I set aside the session with the Sales Manager 
to review every activity of the last week. 

Now, he may still give me a report daily, but we review his acti- 
vities for the past week. He comes in and we set aside an hour. My 
Associate Administrator and the man in charge, Deputy in Charge of 
Price Supports, sits in on that, too, because it sometimes does get into 
the field of the effect it may have in carrying on the price-support pro- 
gram, in something we may be doing. So we review with the Sales 
Manager’s office every week his activities. 

On special commodity sales that are being—that are taking place, 
such as a weekly sale on cotton, or weekly sale on oils, or things of that 
kind, because of my past experience and background, they know I am 
vitally interested and they usually give me a call as soon as they have 
the information ; and if they have a decision to make that they would 
rather pass on and have my backing and be sure they were doing what 
they thought I would like to see done, or that my judgment might be 
of some value to them, they check with me many times a day some- 
times, but usually occasionally. 

But they do—we try to keep as little of it coming to us as we can, 
and it is only those things in which they would like my guidance and 
judgment before it is done. 

Mr. Fountain. I assume except where they would like you to make 
the decision or get your opinion, the commodity office directors do 
make decisions with respect to determining commodities to be sold 
and minimum prices to be accepted ¢ 

Mr. Bercer. I would say that is all established by policy. In other 
words, within policy directions we give them they have certain au- 
thority, yes. But those are usually fairly clearly described to them, 
and the Commodity Division is in touch with them, our Deputy Ad- 
ministrator of Operations is in touch with them, and as near as we 
can we try, again, to establish policy lines that will give them some 
freedom of operation, but they usually operate within the policies we 
outline for them. 

Mr. Fountain. Is it customary for the commodity office to obtain 
approval of Washington on sales? 

Mr. Berger. Well, that is a very broad question, Mr. Chairman, and 
cannot be answered yes or no. I would say that—say we are in a 
position where we have established a policy that we want to move 
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corn, for instance, out of the area in which we feel we are going to 
have to take over a lot of corn, and under the price support programs 
at a certain time, we will give them the authority— 

Well, now, get your inspectors out there and watch this corn very carefully, 
and get it moved out to the best of your ability so you are ready to take over 
when it comes along— 
and then we give them authority to sell it within the market anges, 
that is on the market, on the basis of the market. They have a for mula 
they use in arriving at what the market is today. 

So we set the policy for them, but we do not have them call i in for 
every Cé That would be too cumbersome. 

Mr. Fr OUNTAIN. Does Washington often make sales direct, the 
Washington office? : 

Mr. Bereer. I think practically all of our sales today are being 
made by the commodity office, as far as the sales are concerned. But 
there are many of them that come into Washington for clearance be- 
fore they are allowed to be made. That is particularly true on spe- 
cialty items, that is hard for us to establish a policy and we need to 
keep our finger on the pulse in Washington. 

Mr. Naveuton. What criteria have you established in instructions 
to the commodity office managers as to when they are to contact Wash- 
ington for clearance on sales ? 

‘Mr. Beroer. That depends on the commodity, and each of those 
is handled on a special case basis, I would say. Something like 
grains, for instance, where you have a fairly active market going on 
all the time, that it is very easy for them to establish, and you are 
selling it on a market basis, they do not have to call in every day, if 
they stay within the limitations we give them. 

But when we get to a specialty item like tung oil or some of the 
special programs such as vegetable oils that we have just sold, those 
would come to us here, and we would ask them to, and they would 
want to, so we could look it over with them. 

Mr. Navewtron. Do you have written instructions covering the 
policy on that? 

Mr. Bercer. I think it is done pretty much by writing or confirma- 
tion by phone. 

Mr. Dran. May I step in? 

Mr. Founratn. Will you identify yourself for the record ? 


FURTHER TESTIMONY OF JOHN H. DEAN, DEPUTY SALES MANAGER, 
COMMODITY STABILIZATION SERVICE 


Mr. Dean. My name is John H. Dean, Deputy Sales Manager. 

Recently as Mr. Berger mentioned on the fats and oils, which we 
acquired, a complete sales announcement was developed with the 
Office of the General Sales Manager and Oil and Peanut Division, 
and was cleared with the Office of the General Counsel. The sales 
terms and conditions were sent to New Orleans, where they were 
mimeographed and sent to the trade with a supplement announcing 
the quantity of oil up for sale and also definitely specified what times 
the bids were to be received in New Orleans. When these terms and 
conditions of the sale were sent to New Orleans they were instructed 
to wire to the Oil and Peanut Division in Washington the bids that 
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were received. The bids came into the Fats and Oils Division, who 
brought them to our office, and we in turn went to Mr. Berger with 
those bids, and as a joint basis we made our acceptance and our re- 
jections. They are written instructions, yes, sir. 

Mr. Naveuron. I wonder if we could have copies. 

Mr. Dean. We will be glad to supply you, sir, with the terms and 
conditions, the supplements, and the first releases announcing the 
sales. 

Mr. Founrarn. Mr. Smith. 

Mr. Smirn. I wonder in this discussion that came up, for example 
if in corn there is a policy to move so much corn, that is a policy, 
then. or a decision that you make, to get it to the Sales Manager, or 

Mr. Bercer. Congressman Smith, do you mean do we establish the 
policy we are going to move 50 million ‘bushels or 25 million, or 

Mr. SMITH. ‘Yes. 

Mr. Bercer. Or we are going to move so much out of Altoona, or 
something lke that? 

Mr. SmirnH. Yes. 

Mr. Bercer. No. In fact, we make guesses, have to make guesses 
as to what we think the volume they will move is under their subsidy 
programs, to know what kind of job we will have on our hands at take- 
over time. But we do not say we are going to sell so much corn 
over a certain period of time. 

Now, we have moved a large volume of corn since the first of the 
vear, or since last October 1 , but most of it since the first of the year. 
But it has been done on the Seials entirely of look over your bin stocks, 
look over your country elevators that are storing corn for you, and 
keep in very close touch with it and find out if there is any corn that 
iseither going out of condition, or you are afraid it will. 

Mr. Smrru. I understand that, because under law as I understand 
you have to sell as deteriorated 

Mr. Bercer. That is right, if it is out of condition. 

Mr. Smiru. As a result, in order to move corn, have you not actually 
declared deteriorated any corn moved ? 

Mr. Bercer. We have had to. 

Mr. Smiru. But you do not claim anywhere near all that corn 
was actually deteriorated ¢ 

Mr. Bercer. No. For this simple reason, our figures show there is 
a lot of 1, 2, and 3 corn that gets moved. But it does not take very 
many kernels of the corn in one of those bins that where we do not 
have a chance to turn the corn over 

Mr. Smirn. If you take your sample out of the top 6 inches you 
can declare it deteriorated most any time. 

Mr. Bercrr. But they will go a lot deeper than that in their probe 
for samples. 

Mr. Smirx. We probably will not agree on whether or not it is 
wise, but there is a general feeling and st atistical information to back 
it up that Commodity Credit has been moving enough corn in the 
market the last 3 years to keep it depressed below the support price. 

Mr. Berger. I would rather do that than take the responsibility, in 
my position, of having a lot of it show up very bad, and it can happen 
very quickly i incorn. I think our record of how we have been keeping 
the stocks in good condition cannot be questioned. We have done 
a wonderful job of that. 
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Mr. Suir. You see, if you have the corner on enough corn to set 
the price below support price, you will have the corner on enough corn 
to set it above support price. By selling enough corn to keep the 
market depressed below support price, you cause the farmer to moye 
his corn stocks to the Government, then the Government sells it, which 
adds tremendously to the cost of this program, whereas if you could 
keep the market above the support price and not make sales the farmer 
would move his corn directly to market and avoid a tremendous cost, 

Mr. Brercer. I think to answer you I may give you a round figure, 
not an official one, but you will find we have an increased corn pro- 
duction of 400 million bushels last year above the year before, and | 
believe on the April 1 figures, it is indicated we only had about 70 to 
75 million bushels more under loan on farms than what we had the 
year before, so I do not think we have been ruining the market to a 
point where more farmers are putting it under loan. 

Mr. Smirn. You are talking of the last 2 or 3 months? 

Mr. Berger. No, I am talking about the 1958 production crop above 
the 1957 crop was about 400 million bushels larger than the year 
before. ’ 

Mr. Smiru. But this is an illustration of what I am saying, because 
the amount of corn you have been moving lately has been low enough 
so the price moved above the low support price and as a result of this 
farmers are moving their corn to market instead of to the CCC, 
I do not know why there has been a change of policy. But 
evidently there has been. 

Mr. Berger. We have not changed policy at all. 

Mr. Smiru. You have not been moving the volume of corn in com- 
parison with the stocks? 

Mr. Bercer. No, but you see, one of the big weaknesses of our pro- 
gram as I saw it when I came in, we always waited until June, July, 
or August to get excited about corn getting hot in the bins, things 
of that kind, and we were slugging the markets during those months. 
What we have done now is change the program so that we are moving 
corn all the time and we have been doing a good job since last Janu- 
ary continually feeding it into the market rather than waiting until 
too late and having too much, So we have been feeding it in 
gradually. 

Our boys report our stocks are in good condition, they are reporting 
they have been able to move our worst corn out of the areas in which 
there has been greatest demand for the storage. 

Mr. Smuru. But there is a lot of No. 1 and No. 2 corn included, 
though ¢ 

Mr. Bercer. That is true. But our inspectors and county and 
State committees tell us, and the field men tell us, that the corn they 
have moved, and their instructions are that the corn they are moving, 
is corn they would be afraid to carry into the summer, that it could be 
out of condition then. 

Mr. Smiru. They had to do that to move it under the law. 

Mr. Bercer. That is right. 

Mr. Smiru. Regardless of whether or not we agree upon the idea 
that the market should be depressed, my question was, the decision 
would be yours and the sales manager’s is that whose the decision 
is? 
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Mr. Bercer. That is right. And I would say with the guidance of 
two other groups. This is something that has been discussed with the 
Board of Directors of CCC for policy; this has been discussed with 
not only the CCC Board of Directors, but with the President’s Advi- 
sory Commission who meets, an 18-member nonpartisan committee that 
meets with the Secretary about every quarter, I believe it is, and with 
the Legal CCC Advisory Committee who meets every 90 days. 

Mr. Smiru. That Advisory Committee—have you finished ? 

Mr. Bercer. (Go ahead, sir. 

Mr. Smirn. They are largely processors? 

Mr. Bercer. That is absolutely wrong. There is not a processor in 
the group. 

Mr. Smrru. What is their makeup? 

Mr. Bercer. They happen to be farmers, except for one man, and 
he is the head of the Commerce Department of Oregon State College, 
Dr. Wood, and the rest of them are all farmers. 

Mr. Smiru. Farmers from 

Mr. Bercer. One from Illinois, one from New York, one from 
Texas, and one from Kentucky. 

Mr. Smirn. The result of this policy of keeping enough corn com- 
ing on the market to keep the market down has resulted in great bene- 
fits to processors because they no longer have to keep their bins full. 
They used to fill up in the fall and hoard it until the following sum- 
mer. But any more they do not have to do that because they know 
next summer they will be able to buy what they want relatively close to 
the same price it was in the fall, and that avoids all costs of storage 
for them. 

Mr. Bercer. I would like to explain further what I said, that I do 
not believe we have been feeding too much corn into the market, 
which seems to be a concern to you. For the simple reason there 
were 400 million bushels more corn produced in the 1958 crop than 
there was in 1957, and on April 1 there was less than 80 million bushels 
increase in the number of bushels put in under loan out of the crop. 

Mr. Smirn. I can understand that for two reasons, one a 20 percent 
increase in the production of hogs—and this will take up a big chunk 
of that increased production. 

Mr. Bercer. And beef cattle, and poultry. 

Mr. Smiru. In addition, you have been moving relatively a lesser 
amount of “deteriorated” corn in the last few months; is that not 
true? 

Mr. Bercer. No, I think if you look at the record we have been 
moving 3 to 7 million bushels of wheat 

Mr. Smiru. I mean corn. 

Mr. Berger. I am sorry, I meant corn. 

Mr. Dean. We can put in the record week by week, if you would 
like the quantity of corn that has been sold by commodity offices and 
also from bin sites. 

I would like to say, too, Mr. Berger, the general policy on corn 
sales—talking about carlot sales, by the commodity office—the estab- 
lished policy is that they cannot sell at less than the terminal back-off 
price or the local market, whichever is higher. 

The same applies at a bin site. At the bin site corn is sold on com- 
petitive bids. Most of the corn sold at bin sites at competitive bids 
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has been 10 to 15 cents a bushel above the back-off terminal market 
price. 

Mr. Smiru. Are you telling me if you decide to sell some corn at q 
particular spot you sell at the bin site on competitive bids and get 

more for it than it would bring at the elevator ¢ 

Mr. Dean. We have. 

Mr. Bercer. At the terminals, you see. 

Mr. Dean. At the terminal, without moving it, because there was q 
local need for that corn, in that area. 

Mr. Suiru. Yes, in or out of your production area, sure—— 

Mr. Bercer. The trucker is a man 

Mr. Smiru. Yes, I can understand, if it is out of that area. 

Mr. Bercer. Sometimes right close by. You would be —— 

Mr. Fountarn. On the subject of the or ganization of CCC, any 
questions ¢ 

Mrs. Dwyer. No questions. 

Mr. Founrarn. Mr. Langen ? 

Mr. LANGEN. One question or two on the line of disposing of corn, 
because it interests me 

Mr. Founrarn. Or any other question you have. 

Mr. Lancen. If my understanding of this point is correct, the dis. 
position of corn has been made in antic ipation that some of it might 
not store well during the course of the months to follow. That deter- 
mination in, oh, distinguishing between corn that might store or 
that might not, how have you arrived at this? Ona moisture content? 

Mr. Beroer. Yes, moisture, which also creates heat damage. Our 
inspectors go out and look at each of these bins of corn—lI believe at 
this time of year about every 90 days, do they not ! 

Mr. Tree. Oftener than that. 

Mr. Bercer. Oftener than that, you see. Watch it very. very care- 
fully. Then they send the sample into the laboratory, it goes into 
sealed cans, and they make the analysis as to whether they think it 
could be partly moisture, it could partly be corn that has a small 
amount of damaged corn in there, and when the germination period 
hits it in May, June, July, and hot weather comes in, in July or August, 
they are afraid it is going to start a little ball of fire in there. 

It may be quite a sm: i spot in the bin at the time they make the 
inspection, and the rest of the bin will go 1, 2, or 3, but to leave it 
there would be a mistake. 

Mr. Lancen. If I may say so, I can well appreciate the significance 
of that. I have had something to do with the storage of grains, and, 
as you say, one little pocket can ruin the whole bin. I am well appre- 
ciative of that. 

The reason I asked was, to further that, do you find there is quite 
a change from the original inspection made at the time the loan was 
made, because at that time you also determined the moisture content, 
the condition of the corn, in order to to make it eligible for loan: isn't 
that true ? 

Mr. Bercer. That is correct. 

Mr. Lancen. Do you find a great deal of change there which war- 
rants the change, then, which “would finally result in the selling of 
that corn ? 

Mr. Bercer. No doubt about it. Because even though we do inspect 
and take a sample out of each truckload coming in from a sheller, 
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the farmer delivers it to us, and it goes into a bin. There are spots 

in his bin, and he didn’t find it in that particular sample, and it gets 

into the bin, and it starts working, and you get to the germination 
riod, and that is when you run into real trouble. 

Mr. Lancen. May I further ask in other competitive crops, such 
as barley, oats, how do you determine when you will place barley 
on the market ? 

Mr. Bercer. The same would be true, except I think in barley, 
gnerally speaking, you have a commodity that will carry better than 
corn will. Corn is a rather dangerous or treacherous type of com- 
modity to store. I think one of the easiest ways to illustrate that 
to you is that the Commodity Credit Corporation has about a billion 
bushels, not quite, 990 million bushels of capacity of its own storage 
and the only reason we have it is because you couldn’t get commercial 
houses to build elevators to store corn. 

Now, in recent years they have been doing a better job of it, but 
we still have ne arly a billion bushels, of which I think 90 percent of 
it is storing corn, our Own bin sites, so corn is a little different com- 
modity to try to store than barley, and you don’t have the problems 
in barley that you do in corn. 

Mr. Dean. Congressman Langen, we can submit for the record, as 
we are going to for corn, the : actual quantities of barley we have put on 
the market, if you would like that. 

Mr. Lancen. I would like that. 

(The information is as follows:) 


Commodity offices and bin sites sales of selected commodities 


{In bushels] 























| Corn Barley 
Period, 1959 ye cos Seed 1 
Bin sites |Commodity| Bin sites | Commodity 
otlices | offices 
(1) (2) ie (4) (5) 
att Shits. dia iicnshabadae wene--cee------} 1,109,045 | 925, 634 | 0 | 239, 964 
TO. 6 ec oes ee ...--| 1, 696, 690 695, 991 | 1, 008 | 93, 662 
a aa ee st a oe, | 1,504,835 | 1,339, 980 | 0 | 75, 293 
PT a a eins cade cae ----| 1,621,871 | 2,040, 950 370 | 59, 032 
Total, Jan. 6-30........-....- eae Oe | 5,982,441 | 5, 002, 555 | 1, 378 | 467, 951 
Feb. 2-4.......... Sk Se catcel, Sibley 120 cil er 0 | 42, 417 
7 — EE EE ETE 0 | 23, 917 
Wee ps oe -| 1,036,090 | 2.516, 144 0 | 39, 858 
|. SS se 967, 763 | 1, 760, 458 | 1, 000 22, 223 
Se MS oc aes. See os 5, 424, 589 8, 980, 789 1, 000 128, 415 
Mar, 2-13 1_____ eu Set elie “anet oO 29, 230 
I cate iienisivtases wake haepeessasnee | 1,507,480 | 3, 758, 487 | 0 | 2, 000 
mete s el ; oe 1, 372, 242 | 2, 171, 449 0 15, 882 
OM ec cue n ncn c a taupe al jee 11, 182, 853 | 0 47, 112 
Mar. 30 Avr. ee cze esas see | 1,100,356 | 1, 824, 196 | 0 1, 262 
ON 7 oe: | 1,129,494! 2,636,794 0 21, 839 
Maths. dots => ; =. 1, 214, 823 | 3,060, 997 | 0 | 25, 235 
20-24... See ae ; ; 1, 301, 727 | 2, 613, 221 0 | 1, 519 
Apr. 27-May 1.____.___..__.. 7 1, 625, 312 | 1, 837, 833 | 0 238, 216 
Total, Mar. 30-May 1__________ 8 2 Bye, Coe ..| 6,371, 712 | 11,973, 041 | 0 | 288, 071 
Total, Jan. 5-May 1__.- ae | 23, 060, 379 | 37, 139, 238 | 2, 378 931, 549 
' Commodity office figures not available on weekly basis for week, Mar 6. 
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And may I ask how much barley may have been placed on the 
market at a price below 105 percent of parity? The same provision 
applies there, am I right? 

Mr. Bercer. That is right. 

Mr. Dean. We will give you that, sir. 

The Department advised that 523,730 bushels of barley were sold at lesg 
than the statutory minimum price between July 1, 1958, and May 22, 1959. 
all by the Portland office. 

Mr. Lancen. Together with the volume that has reached the market 
at 105 percent. I would like to see the comparison. 

Mr. Bercer. There is another factor to consider. A lot of our 
barley that CCC has comes from fairly dry countries and is a pretty 
dry commodity when you get it, and you have less problem on that, 
And the total volume of barley in comparison to corn is very small 
in the country as a whole. 

Mr. Lancen. One further question, and I will not prolong it 
further. What has been your experience, and this is probably jir- 
relevant, and is just for my information, if we may use barley as an 
example in the field of grains, with the quality that may be at the 
bottom of the scale, No. 4, No. 5; is there a big volume involved there? 

Mr. Bereer. It depends on the year and sometimes you will have 
areas in which there has been light test weight barley, a lot of it, 
and we have made special loans on those, at considerable discount, 
but we have been putting the loan discount at such a level that very 
little of it has come to CCC. Most of it has gone to the market; 
the farmer has had the benefit of the loan during the marketing sea- 
son and didn’t have to put it on the market right at harvest time, but 
the discount was such he was able to merchandise it himself, and we 
got very little of the real light test weight barley that is usually created 
by dry weather at the time it is filling out, you see. 

Mr. Lancen. That is the point I was concerned about. Is there 
a tendency when you have concluded generally a year’s business, that 
more of the low quality barley will find its way into the commercial 
market or—as compared to the top quality ? 

Mr. Bercer. If the barley were not of a grade that would meet our 
regular standard loan levels and we put in one of the special loans 
that we have done, usually the discount was such that a large per- 
centage of that moved to the market rather than coming into CCC, 
and we only ended up with the standard qualities of barley. 

I have a man here in the grain division, and that is about the way 
it works. 

I think the other thing that has helped barley is that you want to 
remember we have had a terrific export program on barley, and we 
have used our subsidy in kind or payment in kind program on that, 
and in comparison to the size of the crop, it is terrific. 

In other words, if we get out of this country a total of 175 to 180 
million bushels of corn for this crop year into the export market, we 
will be doing very well, where we are not very far from July 1, the 
end of the crop year for barley, and I think we will hit over a hundred 
million bushels of barley. 

Mr. Dean. We will go over 100 million bushels. 

Mr. Bercrr. And the production of barley is 25 percent. of that of 
corn, of course; about 500 million bushels of barley production a year, 
Jack? Where, with corn, you have had 3.8 billion. 
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Mr. Lancen. I don’t know if this is the place to bring it up, but 
since we have gotten into the field of exports in barley, what about 
imports ? ‘ 

Mr. Bercer. I am sorry. I don’t know whether I have a man here 
that knows much about that. But particularly coming in from Can- 
ada, I suppose, is the place you have reference to. 

Isn’t there a gentleman’s agreement with Canada that only a cer- 
tain amount is allowed to come in, or does come in ? 

Mr. Dean. I really don’t know. 

Mr. Bercrer. There are import regulations. It is a small amount. 
But it is a sort of an agreement, I believe, between Canada and us, 
more than anything else, that only so much will be allowed to come 
in. I can’t tell you that figure. I could put it in the record, if you 
would like to have it. 

Mr. Lancen. If I may make this observation in connection with it, 
Mr. Chairman, because I did have occasion to look into it, but I be- 
lieve that the statistics will show that during the past 10 years the 
American farmer has not produced as much barley as we have used 
domestically and exported, and I think that the quantity of imports 
in the same field will be considerably larger than our total surplus 
today. ‘tieXtb 

I think it is as well true that the limitations that were placed on 
imports of barley were removed in about 1955 or 1956. I am not 
sure about that year. And any information relating to that I would 
appreciate having, and I shall not explore it any further. 

Mr. Founrarn. Will you be able to supply that ? 

Mr. Bercer. Would you like that for the record, or do you want it 
for your personal information, sir? 

Mr. Lancen. I would like it for my personal information. 

Mr. Fountain. We can decide later. If you will make it avail- 
able to both the committee and to Mr. Langen, we can decide whether 
we think it would be appropriate for it to come in at this time. 

Are you in a position to anticipate the production of corn in 1959, 
as compared to 1958? 

Mr. Bercer. I am not that good, Congressman. 

Mr. Smiru. You have been to Iowa lately, haven’t you? 

Mr. Bercer. No, I haven’t, to tell you frankly. There is going to 
be plenty. There is no doubt about it. 

Mr. Fountain. Now, turning to questions relating to price review 
procedures, is section 11.11 of the regulation on sale of agricultural 
commodities for foreign currencies the basic price review regulation ? 

Mr. Bercer. I would have to ask 

Mr. Wir. It is. 

Mr. Founrarn. Are there any other important regulations con- 
cerning price review other than instructions to CCC personnel on 
procedures to be used ? 

Mr. Wiern. There are not. 

Mr. Founrarn. I believe the regulations specify the supplier’s 
sales price, and I quote: 





Must not exceed the prevailing range of export market prices (or such other 
maximum price level as may be specified in the purchase authorization) as ap- 
plied to the terms of sale at the time of sale. 

64140—61— pt. 2——_15 
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To what extent have maximum price levels been specified in pur. 
chase authorizations ? 

Mr. Wirtn. In the case of commodities where processing is in- 
volved, such as tobacco, the extent of financing has been limited to the 
cost of the commodity, not the processing cost, and a maximum amount 
has been stated in tobacco authorizations, for example. 

Mr. Founrarn. Has this occurred on any commodities other than 
tobacco ? 

Mr. Wirrn. It is intended to put it in textile purchase authoriza- 
tions, but we haven’t issued any yet. 

I believe there may have been one or two other occasions, but it 
would have been very rare on other commodities. I can’t offhand 
recall. 

Mr. Fountarn. At our previous hearing, Mr. Wiring, you testified 
that export market price quotations are obtained from private and 
Government sources. I wonder if you would elaborate a little further 
on that and tell us what specific sources are used, or would Mr. Tripp 
be in a better position ? 

Mr. Bercer. No. 

Would you repeat your question again, please, sir? 

Mr. Fountarn. He testified previously that export market price 
quotations are obtained from private and Government sources. I 
would just like for him to elaborate on that and tell us what specific 
sources are used. 

Mr. Bercer. I would like to refer it to another man. I think that 
comes under the sales manager's division, and I think John Dean 
could do a better job for you on that. 

Mr. Founrarn. I am talking of price review. 

Mr. Bereer. Oh, Iam sorry. I see. 

Mr. Wirt. This would vary in accordance with the specific com- 
modity being reviewed. 

In the case of grain, Mr. Tripp would best be able to testify as 
to the sources from which the quotations are obtained. 

In the case of cotton, they use, oh, ten spot market. I am really 
not a commodity expert, and I can’t adequately identify the various 
sources from which the quotations are obtained. 

Mr. Founrarn. You just know as a matter of general knowledge 
that they are obtained from private and Government sources? 

Mr. Wrrrn. Those are the requirements that they obtain them. 

Mr. Founratn. You don’t know the specific sources? 

Mr. Wrrtn. It would depend on the commodity. 


TESTIMONY OF JOHN TRIPP, GRAIN DIVISION, COMMODITY 
STABILIZATION SERVICE 


Mr. Fountain. I wonder if you could supply that information 
with respect to grains. 

Mr. Tripp. Each commodity office is checking price, gets prices 
from anybody in the trade. 

The Agricultural Marketing Service also obtains some figures from 
the trade. 
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You may also get it from foreign buyers occasionally, government 

ople, or buying commissions for various foreign governments. 
‘And these prices vary during the day or for the same kind of quality 

ain. 

= a given day you may find a spread of as high as 10 cents a 
bushel. You can either weight all those sales, if you knew the 
bushels, take a simple average of them, or, if you are buying grain, 
wheat today, say, for loading next week, you are going to have to 
ay more for it if wheat is tight than if you are buying a load 60 
aye from now. So there is a tremendous variation. 

Mr. Founrarn. I was interested primarily in the type of private 
sources, and you say you get it from the trade. 

Mr. Trrep. Yes, market review, market reports. 

Mr. Fountain. Reports. 

Mr. Dean? 

What would be your sources with respect to commodities with 
which you are familiar? 

Mr. Dean. We do two things, Mr. Fountain. On the subsidy pro- 

, AMS reports on grain prices to our office every day at 2 o’clock 
as to what they think the market price is. Also, at 2 o'clock, on the 
feed grains on which we have the payment in kind program, our 
commodity offices in the field call us every day and give us what they 
consider to be the market price as of that date. 

We have found very little difference between the AMS price and 
the commodity office price. The information most of the time comes 
from the same source. 

On competitive bids, if title I program is being carried out on a 
commodity which we are offering for sale on competitive bid, it 
is easy then to say as of a given date this is what we consider to be 
the price. Because that is what exporters are bidding as of that date. 

Mr. Fountarn. Mr. Naughton ! 

Mr. Naueuron. When you sell at competitive bids, do you consider 
the range of bids you get to represent the market price of the com- 
modity as of that date ? 

Mr. Dean. As of that date. 

Mr. Navcuron. How many bidders would you normally get? 

Mr. Dean. What commodity, sir? 

Mr. Naveuton. Oh, wheat. 

Mr. Dean. We are not selling wheat on competitive bids. 

Mr. Naveuton. Feed grains? 

Mr. Dean. We have a payment-in-kind program, and the bids come 
in every day. 

Yesterday, I would guess on corn there were more than a dozen 
bids, just on corn alone. And yesterday we did not accept a single 
bid on corn, not one bid. 

Mr. Naveuton. How many firms would you say would be consistent 
bidders who would buy the bulk of commodities from the CCC? 

Mr. Dean. I would say between 6 or 8. 

Mr. Naventon. So you have really a relatively small group? 

Mr. Bercer. That is on grain alone. 

Mr. Dean. On grain alone. 


_ Mr. Navarron. So you have a rather limited number of competitors 
in this field ? 
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Mr. Dean. I wouldn’t say limited. 

Mr. Navueuron. Six or eight is fairly limited, isn’t it? 

Mr. Dean. I wouldn’t say it is limited. 

Mr. Trier. You have probably 25 or 30 or 40 people who bid in 

rain, total. They may not all bid the same day, but there are at 
Cant 40 or 50 grain firms who export. 

Mr. Smrru. He means there is no limit on the number, but as a 
matter of fact, a small number do bid. 

Mr. Dean. A small number do bid, and as Mr. Naughton knows, a 
small number does a large volume. 

Mr. Naueuton. I wasn’t suggesting you took any steps to limit the 
number who buy. 

Mr. Dean. We don’t. We want to sell. 

Mr. Naveutron. Do you make any investigation to determine 
whether or not there has been collusion on the bidding or do you auto- 
matically accept the price which has been arrived at as the market 
price ? 

Mr. Dean. We have no way of knowing, Mr. Naughton. The bids 
come into the grain division every day at 15 minutes of 4, and then they 
come in to us and we take the tally sheets and lay them down and com- 
pare them with our best market information that we have. 

As I just indicated, yesterday, we did not accept a bid on corn. Not 
one. 

Mr. Navenron. So you do not consider the bids to be automatically 
the range of market prices ? 

Mr. Dean. Not necessarily. There are other factors. 

Mr. Founrarn. On the question of collusion, I expect it is like 
speeding down a highway, the patrolman has to catch you before you 
are found guilty. 

Mr. Dean. I can’t take a sheet of p: per Mr. Tripp brings to me at 
15 minutes of 4, with 15 firm names on it, and all 15 of them have 
bids, and all the bids vary 

Mr. Fountain. In other words, you have no evidence of bids being 
so close together in price as to indicate the possibility they might have 
gotten together ? 

Mr. Dean. Not in my opinion, no, sir. 

Mr. Fountatn. If you did, it would probably arouse suspicion. 

Mr. Dean. Yes, sir. 

Mr. Bercer. If I may step in, Mr. Chairman, to analyze this for 
you 

Mr. FounTarn. Yes. 

Mr. Bercer. They are bidding for this subsidy, the rate of subsidy 
we are accepting. It is whether our figures indicate they are in line 
with what we think the world market 1s in comparison with our cash 
market here. 

As I said, yesterday they had bids for a number of bushels of corn. 
I don’t know how many. But I imagine likely a couple of million 
bushels of corn, that somebody wants to establish subsidy, and we 
didn’t accept any of them. 

Now, it wasn’t because we thought two people had gotten together, 
it was because none of them were in line with what we thought was 
the market in grains, domestic commodities versus the world market. 

Mr. Founratn. In other words, even if there were no indication of 
collusion, there are other factors which you take into account 4 
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Mr. Bercer. That is right. And if they are in line and both got 
the same bid in, that doesn’t worry us, because how they know, or 
came to the conclusion—we will be glad to do business on such and 
such subsidy. 

Mr. Naueuron. I believe you testified 3 in obtaining price quotations 
for the purpose of making price review, the trade is ; contacted # 

Mr. Trier. Our commodity offices are in contact with the trade all 
the time. 

Mr. Navenron. Would they, in making inquiry as to what an ap- 
propriate price for a commodity was, would they contact the same 
firm which has a 480 transaction, that they are making a price review 
on? 

Mr. Trrep. Might be. 

Mr. NauGutron. So they might ask a firm which is submitting the 
transaction for price review what actual price is? 

Mr. Trrepe. Yes, that could be. 

Mr. Naucnron. And of course practically all the large firms they 
would contact for price information, whether they happened to have 
that particular 480 transac tion, all of them would ‘prob: ibly from time 
to time have 480 transactions for which price review would be made? 

Mr. Trivp. That is true. But I know of no other source to find out 
what the trade thinks the price of grain is. You can get it off market 
reviews, or in other publications there is usually a spread; but one firm 
may have a reason: today perhaps it can m: ike more money handling 
soy beans, or it may have an ocean shipping layout. There are so 
many reasons an exporter will pay a given price for a given quantity 
of a given commodity on a given day 

Mr. Bercer. That you sometimes wonder yourself ? 

Mr. Navenron. When you obtain this price information, do you 
ascertain whether sales were actually made at that price and what 
the volume of sales were ? 

Mr. Trier. That is what we try to find out. 

Mr. Navcuton. Sometimes I assume it is just a price quotation. 

Mr. Bercrer. May I interrupt ? 

Mr. Fountain. Yes. 

Mr. Bercer. I would like to clarify Mr. Tripp’s answer to Mr. 
Naughton. 

I don’t want the record to indicate—when our commodity office has 
contacted the trade, sure, they may be contacting this firm over here 
who happened to have a 480 program, but they are doing it from that 

same firm every day, not because they happened to have a contract, 
but they are in the list of the number of people they contact. 

Mr, Founrarn. We understand that. 

Mr. Navenron. Of course all the firms having an interest in getting 
as high a price as possible approved under the price review so they 
would not have claims filed against them, would perhaps have some 
incentive to err on the higher side on prices, wouldn’t they, if they 
had an error of judgment to make? 

Mr. Trive. That might be. But we are selling grain to exporters 
every day, so he doesn’t want 2 get. too high, because he is going to 
get trapped right there. We » alw: ays too high they say, but they 
keep buying. So he is going be be buyi ing grain, maybe, so he cer- 
tainly isn’t going to give us a high price, w vhen he is going to buy, 
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and he may be buying and also have a sale we are going to check the 
price on under 480 the same day. 

Mr. Navueutron. Do the commodity offices also check to ascertajp 
the prices at which CCC grain of the quality involved has been solq 
in making a price review ¢ 

Mr. Trier. They do under Public Law 480, title I. Otherwise, we 
don’t ordinarily check it. 

Mr. Naveuton. That is what I mean. Your title I price reviews, 

Mr. Trier. Surely. 

Mr. Naveuton. If you found the price at which an exporter was 
making a sale was in excess of the CCC price, plus a reasonable 
markup, would you then disapprove the sale ? 

Mr. Tripp. File a claim—we have 90 days in which to file a claim, 
and there may be circumstances which we didn’t know, and give the 
exporter a chance to comment on the change. 

But the price review against the exporter under title I is whether 
the sale was above the price the sales were being made at as of the day 
he made it under the circumstances he made it. : 

Mr. Navueuton. Mr. Tripp, as I understand it, for commodities on 
which there is no regular export market price, I believe Mr. Wirin 
testified that where CCC is the primary or only source of supply for 
export, that in making a price review, a price is constructed, usi 
the CCC sales price as the basis and adding the costs of export plus 
a reasonable markup. 

Am I correct on that assumption ? 

Mr. Trirr. In the instructions to commodity offices, there are figures 
in there suggesting figures as a margin. But—as I understand it, 
this is FAS’s problem. But it is sent to us as an operational thing, 
You are not checking the man’s profit. All you are doing is checking 
to see whether the importing country is paying too much for the 
grain, so we are financing with foreign currency at too high a figure 
and have a kickback situation. 

Mr. Nauauron. Since you have no regular export market in certain 
commodities, the only way you can make your price review is ona 
constructive basis by using the CCC price as a base. 

Mr. Trier. Then you have to go to the domestic interior price and 
take the export freight rate at the seaboard and arrive at what the 
grain would cost. 

Mr. Naveuton. If the CCC sales are being made on the basis of 
f.o.b. boat New Orleans, you would not add a freight rate to the CCC 
price, would you? 

Mr. Trier. You would have to arrive at what it would cost some- 
body to put the grain at New Orleans. 

Mr. Naveuton. If he bought it from CCC delivered to New Orleans 
it would not cost him anything. You start with the CCC price asa 
base and add the costs you have experienced. If CCC pays the freight 
to New Orleans there is no cost for freight. 

Mr. Tripp. But the price we are going to price it at at New Orleans 
is going to be what we think it would cost someone to put it there, or 
else our own cost. 

Mr. Fountain. But you add the cost of freight to New Orleans to 
the price you charge? 


Mr. Trier. Surely. 
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Mr. Naveuron. If you are selling on a basis delivered at New 
Orleans, say selling corn at $1 a bushel delivered in New Orleans, the 
cost of export corn in New Orleans is, as far as CCC is concerned, $1, 
is it not? 

Mr. Trivp. Not the cost. You would arrive at $1 in New Orleans. 
The corn has to come from somewhere, up in Missouri, Nebraska, some- 
where, and you take the nearest price where corn is, and add the ex- 

nse to get it to New Orleans. 

Mr. Navewron. I am talking of the exporter’s cost if he buys it 
from CCC. If he buys corn delivered in New Orleans for export 
from CCC for $1 a bushel 

Mr. Tripp. In theory he can get it in trade, for that, too. 
as meat the market as we can determine it. 

Mr, Naueuron. From an f.o.b. boat price that CCC has, about how 
much would you consider reasonable cost of export and how much 
would you consider a reasonable markup in arriving at this construc- 
tive price ? 

Mr. Trirr. It ishardtosay. His—— 

Mr. NAuGHTON. I am talking about what you would allow in your 
price review. 

Mr. Trier. I think corn is 234, cents a bushel. 

Mr. Naventon. Isthis a pric 2 markup ? 

Mr. Trier. Differential between the export price and the sales price 
that he paid before we file a claim. 

Mr. Navcuron. If you were selling corn $1 a bushel, f.o.b. New 
Orleans, CCC No. 2 corn, and an exporter ¢ “ame in with a transaction 
where he was selling to a foreign importer, to be purchased from CCC 
for $1 on 214 

Mr. Trier. Or 234. 

Mr. Naveuron. You would consider the 234 cents was to cover his 
overhead costs and profit ? 

Mr. Trrrv. Right, and he may have something else in the sale 
where a higher margin than that might be—— 

Mr. Naveunton. Well, if he had some freight costs—— 

Mr. Trier. He could not have freight costs if we are going to de- 
liver it to him. But he may have other things about his sales that 
would make 214 cents look too much. 

Mr. Naveuton. How will you ascertain 214 cents was a reason- 
able markup ? 

Mr. Trier. Consensus of a few of the boys that have been in the 
business. I do not know where you would get a figure. You could 
not get it from exporters very w ell. They w ould tell you competition 
is keen enough in the business that you are lucky to make very much, 
and there are so many factors involved, as to whether or not an ex- 
porter makes a profit, in shipping, financing other business he might 
do with a country, a lot of other things that we cannot ever get into. 

Mr. Naveuton. CCC is paying the freight on these transactions, 
also ? 

Mr. Tripp. Not on all of them. 

Mr. Naventon. Ona large number of them. 

Mr. Sarrarepe. They are going on U.S. flag vessels, too. 
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Mr. Trier. The differential between foreign flags and U.S. flags 
on the—where they are required to use the “50-50 rule, you use 50 
percent of U.S. flags, because of the extra expense, and you finance 
that part of it. 

Mr. SarrApeve. I believe we finance the entire freight on U.S. flag 
vessels. P 

Mr. Trirve. That would not enter into this grain pricing. 

Mr. Sarrarepe. No. 

Mr. NauGuron. So we may have it for the record, what services 
does the exporter perform for the 214 cents? 

Mr. Trier. You have overhead. You have to make a sale. You 
have shipping to contend with. 

Mr. Naveuron. Take an example where CCC is also financing the 
freight. 

Mr. Trirp. You have some overhead going through that, though, 
and he may have to hold it there and store for some time before he 
loads it. Or he m: iy have some difficulty with weights or things on 
the other side. Many things go into an ex cporter’s overhead. “You 

cannot buy grain for $1 and sell it for $1.01 in the export business, 
I don’t think he would make money. 

Mr. Naueuron. He might make a profit on mixing and blending 
if he has a terminal elevator. 

Mr. Trrep. Surely. 

Mr. Bercer. We do that, too. 

Mr. Trier. We used to sell only f.o.b. ship, then we went to in- 
store, now we are making a good many sales track, so he goes 
through an elevator, perhaps his own or somebody else’s. 

Mr. Naveuton. What kind of investigation was made to deter- 
mine this 214 cents was a reasonable figure ¢ 

Mr. Trier. I do not think we made an investigation. We dis- 
cussed this with FAS and had quite a time. The FAS says we are 
not. checking the exporter’s profit, what we want to check is to see 
whether the foreign buyers are paying more for this than they should, 
and thereby somebody in a foreign country getting a kickback, and 
you are financing too high a figure with U.S. dollars. and it was not 
a matter of checking the man’s profit, it was checking the skulduggery 
in the deal. 

Mr. Navucuton. How much would it cost CCC if it were to handle 
the export sale? 

Mr. Trrep. I do not know how you could—all you could do there 
would - to take your overhead figure and allocate to bushels. 

Mr. Naveuron. Take an example where the buyer is a foreign 
gov ernment, buying f.o.b. New Orleans, CCC is selling f.o.b. New 
Orleans, timing of the sale is such that the CCC delivery date is the 
same as the buy er’s acceptance date. Couldn’t CCC deliver that to 
the foreign buyer at the port without additional cost and save that 
214 cents? 

“Mr. Trirr. Yes, except overhead you would have in processing 
papers, and the exporter has money invested in his grain, if he is 
lavine from CCC he has further investment because he has to put up 
money with us before he gets the grain. 
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Mr. Naveuron. Assume the foreign government is arranging its 
own freight, which has happened, I think, and is taking delivery 
fo.b. New Orleans. CCC is selling f.o.b. New Orleans. They are 
buying 1 million bushels of corn; at 21% cents a bushel, that would 
be $25,000, would it not? Couldn’t CC C in that kind of instance 
handle the transaction direct with the foreign government and save 
$24,000 4 

Mr. SarrarepeE. May I say something? 

Mr. Founrarin. Mr. Sarrapede. 


TESTIMONY OF STEVEN SARRAPEDE, ASSISTANT DIRECTOR, COM- 
PLIANCE AND INVESTIGATION DIVISION, COMMODITY STABILI- 
ZATION SERVICE 


Mr. Sarrarveve. I merely wanted to say, Mr. Fountain, that Public 
Law 480 requires that we use the usual channels of trade. 

Mr. Fountarn. We understand that. 

Mr. Sarrarepe. While there have been instances where CCC has 
dealt government to government, they are very few, and we have 
used the regular chi innels of trade, 

Mr. Naucuton. We went through that at the previous hearing. 

Mr. Founrain. Of course the statute doesn’t say how the private 
channels of trade shall be used. 

Mr. Sarravepe. I was merely suggesting that as an area for con- 
sideration in asking this question. 

Mr. Fountain. Yes. 

I think it was a question of policy, and that is why Mr. Naughton 
asked the question. 

Mr. Wirin? 

Mr. Wirrn. The testimony at the moment seems to supplement my 
previous testimony, and I wish I could have the opportunity at this 
time to—— 

Mr. Founrarn. I would like for you to have it. 

Mr. Wirtn (continuing). To state what I understand to be the 
requirements. 

We seem to be discussing at the moment that our general methods 
of determining whether an export sale exceeds the range of export 
market prices is whether the commodity was purchased from CCC in- 
ventory, and then a margin is added, and it is examined on that basis. 

This is not my underst: nding. My understanding is, in the case 
of grains, where you have export trade and you have competition, 
these sales, under Public Law 480, are not the only sales being made 
in this particular area. The examination as a general matter is made 
against the range of export market. prices, irrespective of what CCC’s 
selling price might be for the commodity involved. 

As matter of fact, CCC’s selling price for the commodity involved 
is to a great extent dictated by this range of export market prices we 
are talking about and is arrived at as a result of consultation or 
obtaining the inform: ition from trade sources. 

I stated therefore that in some cases, where there is not an export 
trade, and the commodities come principally from CCC or solely 
from CCC inventories, that we did construct a price for the purpose 
of making the price review. And I had in mind dairy products, where 
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you do not have an export sale market with a good deal of competi. 
tion on dried milk or some of the other dairy products, cheese and 
butter. What CCC is selling for is the market, and the only market 
and they do construct the price there. ' 

In the case of corn, it is true at a given moment they would have 
to acquire it from CCC inventories, but they can acquire corn from 
other than CCC inventories, and they are making sales to importers 
other than under title I of Public Law 480; that is not the only way 
the sale is made. : 

But in the case of cheese and dry milk, that is probably the bulk 
of export sales, title I, Public Law 480. 

That, at least, is my impression. 

With respect to the examination of prices on export sales of grains, 
an instruction was issued in February 1956 to our commodity offic 
and I understand this instruction still remains as the instruction for 
making price review on grains under title I of Public Law 480, 

The offices were directed to conduct their price analysis in two steps, 
the first step being for the purpose of separating those cases where 
further review would not be necessary, a screening operation. In 
that screening operation the commodity offices were requested to 
add to the simple average of the export market quotations obtained 
from reliable trade sources, for the date of the exporter’s sale, 4 cents 
per bushel for wheat, 214 cents for corn, and so forth. If the unit 
value so arrived at is equal to or greater than the supplier’s export 
sale price for such, such sales price shall not be questioned in the 
absence of evidence of fraud or kickback. 

The second step is applied to those cases which cannot be screened 
under this first operation. In those cases it is necessary to determine 
the amount of the competitive price as against the actual quotations 
which are used, and the validity of those quotations, the integrity, for 
example. 

I repeat, in the first step you are merely taking the simple average 
of certain quotations, and you add a factor. 

In the second step, our offices are told to determine the highest 
selling price a quotation is made on that date, excluding the sale in 
question, and excluding quotations from the seller involved, but not 
other sales actually made by him without Government financing. 

And if the supplier’s export sales price exceeds the highest price so 
determined for the sale in question, claim should be made for the 
amount of the excess. 

And I emphasize that because the 214 cents per bushel, or the 4 cents 
per bushel, at that point is not an element at all. And the supplier is 
informed, so that he may present data in justification of his price as 
being within the prevailing range, if he so desires. 

Now, one more point, Mr. Naughton: 

I see you are ready to move in. I want to protect my flanks here 
a little bit. 

One further point. That is: You mentioned the fact that the freight 
was being financed, and that therefore the exporter had no element of 
risk or no profit element in there. 

This price review I have been discussing takes the c. & f. price, 
which is the commodity cost plus freight, and our offices are requested 
to deduct from the c. & f. price the range of freight quotations for 
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that day to arrive at an f.o.b. price, and that is the price which is 
compared with these market quotations. 

Mr. Founratn. Mr. Naughton, do you want to move in? 

Mr. NavuGuron. I notice in comparing your constructive price, 
your average of the export market plus 214 cents on corn, you left off 
one word there. You add on the top of the range of ocean freight 
quotations on the date of sale. Why did you add the top of the range 
rather than the average ¢ 

Mr. Wrrrn. Section 11.11 says it must be within the range of ex- 
port market prices. The top is within the range as well as the bot- 
tom, and the exporter is entitled, in making the decision that it is not 
an excessive price, he is entitled to receive the benefit of the top of the 
range, because that 1s what he might have paid that day for the par- 
ticular freight involved. 

Mr. NavueiTron. Supposing you happen to find out he actually paid 
20 percent less freight than you are giving him credit for? 

Mr. Wir. That is a profit review. We are not reviewing the 
profit. We are determining whether the importer paid a price com- 
parable to export prices on that date for the type of sale and terms of 
sale involved. 

Mr. Navenron. Haven’t you had some difficulty and trouble over 
irregularities where firms may have chartered ships through sub- 
sidiaries, to boost the cost of freight being financed by CCC? 

Mr. Wirtn. No. And this gets into a very difficult area. 

If I may have your permission 

Mr. Foun'rarn. Go shied 

Mr. Wirin. This gets into the area of ocean freight differentials, 
which is rather complicated. 

Mr. Fountary. It will probably be Greek to us. 

Go ahead. 

Mr. Wirin. Under Public Law 664, of the 83d Congress, I believe, 
departments are required in such transactions, under 480, to assure at 
least 50 percent of the ocean shipping is moved on U.S.-flag vessels. 
I think the term of the law is: “privately owned U.S.-flag commercial 
vessels.” 

At the outset of the programs it was decided we couldn’t require 
the importing countries to pay for the extra cost of shipping on U:S.- 
flag vessels because we required them under this law to do so. 

At the very outset of the program, in announcing the program, our 
Secretary of Agriculture stated he would not have a two-price system. 
The importers would pay exactly the same in their own currency for 
commodities under title [ as they would for dollar or other sales. 

This meant the sales price for the commodities on C. & F. transac- 
tions would have to be the same whether moved on U.S.-flag vessels or 
on foreign-flag vessels. We decided therefore to absorb the difference 
between those two rates which may be in existence at a particular 
time. And the importing country and the importer were not required 
to put up local currency for the difference between the U.S.-flag rate 
and the foreign-flag rate on the 50 percent which we required them to 
move on U.S. flags. 

In many cases, the importers purchased their commodities on the 
basis that the exporter could ship on U.S.-flag vessels or foreign vessels 
to meet this requirement, but the price to the importer would be the 
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same, and the extra cost, if any, would be obtained from the Com. 
modity Credit Corporation. This is the ocean freight differential, 

It was therefore advantageous in some circumstances, for an ex. 
porter to get the highest possible differential from the Commodity 
Credit Corporation, ‘because this was in addition to the commodity 
price, in the cases where we had c. & f. transactions, or c.i.f. transac. 
tions. We were concerned about the true differentials not being re- 
flected where exporters were competing with each other on a total 
price basis including the freight, and about 18 months ago, I would 
say, we required that in the case of bulk commodities moving normally 
in full cargo shipments, that the commodity price and the freight price 
would have to be separ’ itely negotiated. This gave us, we thought, 
the greatest competition in the freight market and also the greatest 
competition in the commodity mi: irket. We separated the two. 

The problems which we had in reviewing price, because the c. & f, 
price did not break out the freight and did not break out the com- 
modity separately, have now been - removed as a collateral benefit from 

requiring them to separate the contracts for the commodity and 
the freight. We therefore now do not have this problem to ‘which 
you are referring, Mr. Naughton. 

Mr. Naveuron. Getting back to the price review—we will take up 
freight again later, I am sure. 

Getting back to price review, how wide is the range of export mar- 
ket prices in corn as a general rule 4 

Mr. Tripp? 

Mr. Triep. Probably 2 or 3 cents is about average. I have seen 
wheat " high as 10 cents in the same day. 

Mr. N AUGHTON, Does the price vary depending on the time of day 
somet imes ? : 

Mr. Trier. That might be a little bit. But that is only as the 
market is moving. It doesn’t move ordinarily unless there is some 
extreme thing in the market. You have limits of how much the 
market would move, of course. But it is occasional sales, where you 
get these wider spreads, _ ‘ause it is to somebody's advantage in some 
particular deal. It may be the same foreign country. I remember 
one in Greece, buying wheat, and they were paying a 10-cent diffieren- 
tial the same day for the same wheat, because somebody wanted to 
move wheat out in a hurry, apparently had shipping tied in with the 
sale. But this is extreme, unusual. You take the registered sales of 
wheat - ry day, and they don’t vary much. 

Mr. Nauerron. Would there be instances—Mr. Wirin, I think you 
mentioned the regulations provide that transactions which exceed the 
top of the range of market prices are not eligible for financing. 

Mr. Wirt. I don’t believe I said that. I believe we would have 
a claim for the excessive amount. 

Mr. Navertron. The supplier’s sales price must not exceed the 
prevailing range of export market prices as applied to the terms of 
the sale at the time of sale, is the way the price provision reads. 

Now, isn’t it entirely possible the arbitrary 214 cents per bushel 
that you are adding to the average market price for corn would bring 
that price which you are testing above the top of the market range! 

Mr. Wirt. That is possible. 
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Mr. Naveutron. If the exporters are all aware of these arbitrary 
limitations, and I am sure they are, wouldn’t there be temptation 
for them to go ahead and ins stead of selling at the average market 
price, gO ahead and boost it 214 cents because they know there won't 
be a claim filed ? 

Mr. Wirtn. This ignores the fact there is an importer here paying 
his money. They can charge more, but they can’t get the business. 
The question is what they can charge and get the business and make 
the sales. In this partic ‘ular area. in the grain business, it is a highly 
competitiv e field. 

Mr. Navenron. Continental might be successful in getting business 
from its subsidiary or affiliate in “p aris, if it has one, and the same 
way with 

Mr. Wirry. Sir, I have stated I have no information of any instance 
where an exporter on title I has sold to an affiliate or subsidiary, has 
made such a sale, and we have financed it. You have said that several 
times. oe you have an instance, let us have it. 

Mr. Nauenron. I have made an observation on the fact that firms 
may bey e excellent working relationships with affiliates or subsidiaries 
in some foreign country. 

Mr. Wirt. I am saying there is no foundation in fact, as far as 
title L of Public Law 480 is concerned. 

Mr. Navewron. Have you made an investigation of this program 
so you can state positively that there has been no transaction in which 
a U.S. firm has dealt either directly or through some device with 
a subsidiary overseas and had it financed under title I? 

Mr. Wirt. I have not. Such investigation would be impossible 
because of the numerous thousands of transactions involved. I have 
been very familiar with this program and have worked on the financ- 
ing end of it from the outset. I have seen innumerable transactions 
that have gone over my desk and I have been in each of our commod- 
ity offices and discussed with them their Public Law 480 operations. I 
assisted in the drafting of the regulations, I conducted training courses 
for all of our field offices on the | financing aspects of this program. I 
have not seen a single instance and neither has anybody reported to 
me a single instance e, and I have had just innumerable discussions, 
countless. That is the best I can testify to. 

Mr. Fountarn. That is all you can do. 

Mr. Navcuton. You do not require the exporter to certify, or you 
have not until recently required the exporter to certify in the docu- 
ments he provided to you whether or not he is selling to an affiliate, 
do you? 

Mr. Wirtn. We do not. I testified in the case of tobacco, dried 
milk, and in the case of corn going to Japan, where we thought there 
might be affiliates. And the Japanese situation was not U.S. affiliates 
we were concerned about, but affiliates of Japanese firms we thought 
would come into the United States, buy the commodities on the export 
market here, and sell them to their own affiliate at a markup, and we 
wanted to stop that as well as when a U.S. affiliate sells to its affiliate 
in another country. We knew of none of these situations, except in 
tobacco and dry milk and this Japanese corn situation. 
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We still know of no others, but we are about to place it in the regy. 
lation so that all exporters would in effect certify that the sale they are 
making is not to an affiliate, or if it is, the most we will finance wil] 
be the price the affiliate paid for it in the United States plus the actual] 
transportation, processing, handling charges, plus a reasonable 
markup. 

And we intend when this regulation is issued with that requirement 
to set up the necessary policing on a test check basis and check ge. 
lected exporters to see they have carried out the requirements in the 
regulations. 

Mr. Smit. Why don’t you apply this test whether or not they 
have an affiliate, then you don’t have the additional burden of seeking 
to find out whether or not they are affiliated. 

Mr. Wirin. We will be requiring that all exporters comply with 
these requirements in the regulations. There are innumerable 
requirements. 

Mr. Smrru. I say why don’t you apply this same test you say you 
are going to set up to these circumstances, whether or not an affiliate is 
involved. 

Mr. Wir. I am sorry. I misunderstood your question. The rea- 
son we have not is because of the requirements in Public Law 480 that 
the private trade channels be used to the maximum extent practic- 
able. Where there are arm’s length transactions, where there is com- 
petition between different exporters, we feel we would be violating 
that congressional mandate if we insisted the most they could get is 
what was paid to procure the commodity plus a reasonable markup 
that would be interfering with the normal methods of making sales, 
However, where an exporter is selling to an affiliate we feel we could 
overcome the congressional mandate and in these cases say there is 
reason for us 

Mr. Smiru. Doesn’t this test include a reasonable profit, the test 
you are about to set up? 

Mr. Wirrn. Yes. 

Mr. Smrru. Then to talk about the “maximum extent practicable,” 
it would incorporate within it that you would be using it where it is 
practicable, would it not? en 

Mr. Wirt. No, we think in carrying out the legislative mandate 
to use private trade channels to the maximum extent practicable, 
that where there is true competition between importers and exporters 
the sales would go forward in the normal manner, with a minimum 
of interference, with a minimum of review on the part of the Com- 
modity Credit Corporation. Certainly not a profit review, because 
that would be interfering. 

Mr. Smirx. Then you think this phrase in the law means you are 
to use the exporters and so forth whether or not the profit is reason- 
able, is that your interpretation ? 

Mr. Wirin. That would be my interpretation, yes, sir. 

Mr. Smirn. I have a question on payment in kind whenever you 
get to it. 

Mr. Fountarn. Very well. 

Mr. Smrru. Suppose someone sells soybeans in New Orleans, then 
he buys, we will say out in Minnesota, some soybeans, the same day, 
at an elevator. Now, he presents you with certain documents and 
how do you arrive at the difference you pay him? 
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Mr. Bercer. First, soybeans are not in the payment in kind pro- 
m. We have not paid subsidies on soybeans going out of this 
eountry as such. That has been handled entirely by private trade. 

Mr. Smiru. Let us say corn, then. 

Mr. Bercer. If you use that illustration the same way, I think we 
can explain it very quickly for you. 

Mr. Smitu. Use corn, then. 

Mr. Bercer. He bids to us every day, and—every day that he wants 
to bid us, and he says “I want to ship 400,000 bushels of corn during 
May and June and I am willing to do it for such and such subsidy, 
will you book it ?” 

We will either accept or decline. 

Mr. Smiru. And he buys the corn anywhere he wants to? 

Mr. Bercer. We do not care where he buys it. He buys it in the 
private trade. He shows us he will export the corn before he is al- 
lowed to receive the receipt, and he has to ship it within that period. 

Mr. SmirH. But he is still required to buy corn somewhere. 

Mr. Bercer. It is up to him where he buys it. And he gets a cer- 
tificate, and that certificate is paid for in kind, sir. 

Mr. SmiruH. Under what program are exporters buying soybeans? 

Mr. Bercer. In the open trade, and sell in the open market abroad. 

Mr. Smrru. How can you explain an exporter buying soybeans in 
a town in Iowa and the same day selling them back to the elevator 
for 4 cents less to get a certificate that he is using? 

Mr. Bercer. [ cannot understand that that is possible on soybeans. 

Mr. Dean. Under the barter program, soybeans from the 1957 
crop were made eligible for the barter program. The CCC rate 
on bane was the 1957 support rate, plus carrying charges, and this 
particular exporter-contractor acquired these beans for a barter con- 
tract but sold these beans back on the domestic market. But he still 
has an obligation to export this quantity of soybeans. 

Mr. Smirn. That number of bushels? 

Mr. Dran. Yes, sir, which will undoubtedly come from the 1958 
crop. Ifthat is what you had in mind. 

Mr. Smiru. I did not know what program that was. Thank you. 

Mr. Founrarn. Except for tobacco is it true the actual price re- 
view operations are carried out by one of the commodity offices? 

Mr. Berger. By one of the commodity offices? 

Mr. Founrarn. One or more of the commodity offices. 

Mr. Brercer. We do review the commodities that come under our 
offices, 

Mr. Founrarn. Is it true the commodity divisions in Washington 
have responsibility for developing instructions to be used by the com- 
modity offices in making price review ? 

Mr. Bercer. They certainly do. 

Mr. Founrain. Mr. Wirin? 

Mr. Wirrn. That is true. There is an instruction that so requires. 

Mr. Fountaty. What official of the Commodity Credit Corporation 
has the responsibility of seeing that the connote divisions carried 
out this assignment and develop adequate instructions ? 

Mr. Bercer. That would hehe reports directly to one of my 
deputies, you see, and the deputy of course is on my staff, responsible 
to me. 











598 INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


Mr. Founratn. Any particular deputy ? 

Mr. Bercer. It would be the Deputy of Price Support, who has 
had Commodity Divisions under him: The Deputy of Operations has 
the commodity offices under him. 

Mr. Naventon. The Deputy for Price Support would have the re- 
sponsibility for following up to see that instructions are developed 
by the Commodity Divisions and the Deputy for Operations would 
have the responsibility for seeing they get to the commodity offices and 
are carried out ? 

Mr. Bercer. That is right. 

Mr. Founrarn. Have very clear instructions been developed for 
each commodity ? 

Mr. Bercer. I would have to pass that to Mr. Wirin. 

Mr. Founrarn. Mr. Wirin? 

Mr. Bercer. I think it is broken into grains and cotton—— 

Mr. Wirrn. The instructions would be as clear as the knowledge of 
the particular individual on the commodity concerned. Some of it is 
not clear to me, but I do not profess to be a commodity expert. ] 
would say they must be clear to our commodity offices or they would 
be writing in asking for clarification, which they do on almost every- 
thing. 

Mr. Bercer. One instruction covers all the commodities, I think. 
though, is the question you really asked. 

Mr. Founrarn. That is right. 

Mr. Wim. There is not one blanket instruction. Each division 
has issued its own instructions in such form as it desired to issue 
them. 

Mr. Bercrer. That is the way I understood your question, Mr. 
Chairman. 

Mr. Naveurton. In some instances that consisted of a series of let- 
ters or telegrams ? 

Mr. Wirt. That is right. 

Mr. Naveuton. And these instructions are not compiled at. this 
time ? 

Mr. Wirt. They are not. 

Mr. Naveuton. So they are not available in a brief compiled form 
that is easy to look at. 

Mr. Wirrin. They are not. 

Mr. Naveuron. Are they being revised and compiled at the pres- 
ent time / 

Mr. Wirr. Not that I know of. 

Mr. Navueuron. Is there any intention of doing that? 

Mr. Wirt. I do not believe so. The matter has not been discussed, 
to my knowledge. 

Mr. Founrarn. Speaking of regulations—off the record. 

(Discussion off the record. ) 

Mr. Founratn. On the record. 

Are price review instructions now being revised and compiled? 
You said they were not ? 

Mr. Wirin. Not that I know of. I might just clarify that a little. 
I think my answer is substantially correct. But our Fiscal Division 
is compiling a pricing handbook covering a number of the areas of 
pricing and there is a page or two that discusses the price review on 
title 1 of Public Law 480, but it just incorporates what has been al- 
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ready issued, summarizes it, and it certainly is not in the light of a 
compil: ition as you inquire. 

Mr. Founrarn. In connection with cotton price review the Cotton 
Division did not develop instructions but left it up to New Orleans. 
I think we asked some questions about that at some of our previous 
hearings. Is that correct ? 

Mr. Bercer. Mr. Chairman, I don’t know how to answer you, be- 
cause I don’t know for sure how that is handled. I would say the 
New Orleans office, in the handling of cotton and detail of that kind, I 
would guess possibly that would “be true. Because our boys in our 
Cotton Division are more from the practical standpoint and the farm- 
er’s standpoint, and to get to that detail, that may be true. I can’t say 
for sure. 

Mr. Founrarn. Who has responsibility for following up to see 
that instructions are developed by the Cotton Division ? 

Mr. Bercer. Well, that would be our Deputy Administrator, of 
course, who has the Cotton Division under him. 

When it comes to the New Orleans office, that would come to the 
Deputy of Operations. 

Mr. Fountarn. That was not done in connection with the matters 
we have discussed at previous hearings, was it ? 

Mr. Bercer. I think it was fairly well covered, that that even came 
to me for final decision as to what to do, so that was discussed with 
the Cotton Division, in our Commodity Division here in Washington, 
as well as the fiscal division, our general counsel, they were all in on 
the discussions on that, Congressman. 

Mr. Founrarn. I see. 

Mr. Berger, what information does the Commodity Credit Corpo- 
ration obtain for the purpose of its price review 4 

Mr. Bercer. I am sure my technical men can explain that detail. I 
don’t have any time to study it to the point of being able to answer 
you. 

Mr. Fountrarn. Well, you obtain information as to the type and 
quality of commodity, do you not? 

Mr. Bercer. That is correct. Iam sure of that. 

Mr. Founrary. I wonder if you can tell us how that is obtained. 

Mr. Bercer. I would think it is pretty much on the record already, 
isn’t it? You have asked Mr. Tripp, Mr. Wirin, Mr. Dean, as to 
how our offices do obtain this information, and this gets into a detail, 
a technicality, that I don’t have the time to get into myself in too 
much detail. 

Mr. Naucuron. It is obtained from the documents submitted 
through the bank, isn’t it? 

Mr. Bercer. I would turn that back to my specialist in the field. 

Mr, Founrarn. All right. 

Mr. Dean ? 

Mr. Dean. We only get it on competitive bids. You are out of 
my field, Mr. Fountain. 

Mr. Tripp. We get it from the exporter, Mr. Chairman, by tele- 
phone, or the market reviews; you get a Fort Worth, Tex., sheet, 
every day, and get Chicago market prices, and 

Mr. Bercer. Kansas C ity, Portland. 

Mr. Tripp. All of them. 


64140—61—-pt. 2——-16 














600 INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


Mr. Fountrarn. I am thinking of quality information, for an 
individual transaction. 

Mr. Tripp. When you get down too fine, if someone is selling No.1 
Hard Winter wheat, ordinary, without a protein premium, that js 
one price; the premium may be 1 cent for each percent protein over 
12. They follow all those factors. 

Mr. Founrarn. Do you usually find it necessary to send someone 
out to look at the commodity involved to determine its quality? 

Mr. Trier. No. 

Mr. Founrarn. You rely on the documents indicating the quality? 

Mr. Trier. That is correct. That would be nearly prohibitive. 

Mr. Founratn. An almost impossible task. 

Mr. Trier. That would show he was selling a certain kind of 
wheat, and of course wheat may er ade No. 2 and may have a cer- 
tain percentage of damage that is less than the grain standard 
permits, and he may be getting a slight premium for that. Maybe 
he has it in his sales that it won’t contain more than so much damage, 
or foreign material, or some other factors. 

Mr. Fountarn. In fact, speaking of looking at the commodity, 
you couldn’t possibly look at the commodity in many instances, 
because it has already been shipped, isn’t that right ? 

Mr. Trier. Oh, yes, by the time we get our price, it is gone. 

Mr. Focnrary. In connection with some commodities do you have 
an ofiicial inspection certificate as evidence of quality? 

Mr. Tripp. On all of them. 

Mr. Founrarn. All of them. 

Mr. Bercer. Oh, yes. 

Mr. Trier. Official weight and inspection. 

Mr. Fountarn. And you rely on that certificate ? 

Mr. Trier. Yes, sir. 

Mr. Naveuron. Where you don’t have an official inspection cer- 
tificate in the documents and where the quality of the commodity 
would make a difference in the price, you have to rely on the quality 
description furnished to you by the supplier in the documents, is 
that correct? 

Mr. Trier. Well, I don’t have—— 

Mr. Bereer. Mr. Tripp wouldn’t know if you get into some other 
commodity—to what commodity do you refer? 

Mr. Naveuton. Take cotton. 

Mr. Winn. In the case of cotton, all the cotton contracts provide 
that the importer can require arbitration on the cotton if he feels 
the cotton is not the quality that was sold. 

Mr. Bereer. It is a different situation on cotton. 

Mr. Dean. We went through that about 3 weeks ago, Mr. 
Naughton. 

Mr. Founrary. Yes. We were trying to tie it in at this point. 

Mr. Dean. We don’t have on cotton what we have on grain, official 
inspection certificate. 

Mr. Navcuron. But you do have in the documents submitted by 
the exporter to the C ommodity Credit Corporation, a description of 
the cotton in terms of the official U.S. cotton standard, am I correct! 

Mr. Dean. It is his certificate. 

Mr. Naventron. But you have to rely on that in making your 
price review, do you not? 
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Mr. Bercer. Yes. 

Mr. Naveuton. And if a false description were furnished, show- 
ing a higher quality than the commodity actually shipped, then your 

rice review, even if it were absolutely correct on the basis of the 
documents you have to work with, would show a higher price as 
being eligible for financing than should be, wouldn’t it, in all 

robability ¢ 

Mr. Wirt. I don’t know how critical the examination is on the 
grades and staples shown in the copy of the contract we receive from 
the exporter as against the market values. I don’t know whether it 
is fractions of a cent or whether the difference in the grades would 
represent a large sum, large sums of money, like 2 or 3 cents a pound. 
I Don't know. 

Mr. Naveutron. It may represent large sums? 

Mr. Wirtn. Maybe so. I don't know. I have not examined the 
market quotations on cotton. I am not trying to evade your question. 
I just don’t know. It may or may not. You are making the state- 
ment it does, and I am not willing to agree with you on it, because I 
don’t know. 

Mr. Naveutron. I am saying that if—of course, the value of cot- 
ton depends on the quality, and if a false description is furnished 
showing a higher quality than the actual quality, that your price 
review, even if it is absolutely correct, will come up with a higher 
value as being eligible than the actual price that is eligible. 

Mr. Wirrn. It may or may not. 

Mr. Bercer. That is right. That was discussed quite thoroughly 
when we were here before, Mr. Chairman, and we do not have our 
cotton specialist here today. 

I don’t claim to be a cotton man, but I thought the description made 
that day of this particular problem was that oftentimes an exporter 
can describe the cotton that he is shipping to his buyer in different 
terminology than what our grade certificate shows and the buyer will 
accept. He knows what his buyer will accept. He knows he can 
deliver to that particular buyer over that. They have a different 
terminology than our own certificates, and that is creating the great 
problem we have. 

Mr. Navecuron. Wednesday we had testimony with respect to that, 
and it is recognized the phrases used often mean nothing except to 
the exporter and importer, and for that reason, it was testified, in all 
the purchase authorizations on cotton there is a requirement the 
exporter furnish to the CCC a description of the cotton in terms of 
the official U.S. standard, and of course no price review could be made 
if they didn’t have that. 

Mr. Bercer. That is right. 

Mr. Naveuton. I would like to repeat a question I asked Mr. Wirin 
and Mr. Tierney yesterday, since we have some new witnesses today. 

Have any of you or to your knowledge has any other responsible 
official of the Commodity Credit Corporation, directly or indirectly, 
knowingly permitted or implied it would be permissible for any sup- 
plier receiving payment under Public Law 480 to furnish a false or 
inaccurate quality description of any commodity financed under 
title I? 

Would you like me to repeat that ? 
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Mr. Brercer. That is a pretty long one. 

Mr. Naueuron. I will go over it once more so it is clear. 

Have any of you or to your knowledge has any other responsible 
official of the Commodity Credit Corporation, directly or indirectly, 
permitted or implied that it would be permissible for any supplier 
receiving payment under Public Law 480 to furnish a false or jp. 
accurate quality description of any commodity financed under title [7 

I am talking about furnishing to CCC. 

Mr. Bereer. Are you speaking to me? 

Mr. Naveuron. First to you. 

Mr. Bercer. My answer 1s that I don’t think there is anybody in 
any of our organizations, from myself on down, and I am sure there 
isn’t from myself on up, in the Department of Agriculture, that would 
allow anybody to give us any kind of a statement to CCC that was 
false. 

After all is said and done, we do demand the truth in all of our 
transactions. 

Now, that is a general, broad answer. How it applies to cotton is q 
technical point I can’t answer. 

Mr. Naventon. You have never advised any cotton exporter or 
authorized anybody else to so advise them that it would be permis- 
sible to submit a false and inaccurate description of the cotton to 
CCC? 

Mr. Bercer. I have not, and do not know of anybody who has. 

Mr. Naventon. Mr. Tripp? 

Mr. Trier. No, sir. 

Mr. Naueuton. Mr. Cooper? 

Mr. Coorrr. No, sir. 

Mr. Naveuron. I am not thinking at this time only of cotton. In 
grain, of course, you have the inspection certificate. But—— 

Mr. Coffman, did we ask you this yesterday ? 

Mr. CorrmMan. Well, I will answer it “No” today, if I didn't 
yesterday. 

Mr. Nauventon. Mr. Sarrapede? 

Mr. Sarrapepe. No, sir. 

Mr. Naueuron. Mr. Dean? 

Mr. Dean. I have no responsibilities in this field, Mr. Naughton, but 
if I did, the answer would be “No.” 

Mr. Naventon. I am just asking you as to the extent of your knowl- 
edge, and I guess the answer is no. 

Mr. Dean. The answer is specifically no. 

Mr. Naventon. Thank you. 

Mr. Fountain. Mr. Langen? 

Mr. Lancen. No questions. 

Mr. Fountatn. Mr. Smith? 

The committee stands recessed until the further call of the 
chairman. 

We will not meet this afternoon. 

Mr. Bercer. Any questions tomorrow ? 

Mr. Fountarn. No more this week. 

Thank you very much, gentlemen. 

(Whereupon the subcommittee adjourned to the call of the Chair.) 
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INVESTIGATION OF THE COMMODITY CREDIT 
CORPORATION 


Part II—Export Transactions 


MONDAY, AUGUST 31, 1959 


Hovse or REPRESENTATIVES, 
INTERGOVERNMENTAL RELATIONS SUBCOMMITTEE 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 9: 50a. m., in room 100-B, 
George W ashington Inn, Hon. L. H. Fountain (chairman of the sub- 
committee) , presiding. 

Present: Representatives L. H. Fountain and Florence P. Dwyer. 

Also present : James Naughton, subcommittee counsel. 

Mr. Fountain. The subcommittee will come to order. 

Let the record show that a quorum for the purpose of taking testi- 
mony is present in the persons of Mrs. Dwyer and the chi airman of the 
subcommittee. 

Our hearing today is a continuation of the subcommittee’s investi- 
gation of the activ ities of the Commodity C redit Corporation. In the 
course of this investigation we have been ex: unining sales for foreign 
currency under title I of Public Law 480, with special attention being 
given to situations where the commodities financed under title I have 
also been sold or subsidized for export by the Commodity Credit 
Corporation. 

Todays’ hearing will be concerned primarily with cotton transac- 
tions, although some of the testimony with respect to policies and pro- 
cedures may also apply to other commodities. We are particularly 
interested in obtaining information cone erning some $160 million or 
more in refunds made to purchasers of CCC cotton as a result of re- 
classification of such cotton. 

In accordance with the procedures which we have heretofore fol- 
lowed in these hearings, I am going to ask that each witness be sworn 
at the beginning of his testimony. 

I should like to call Mr. E. J. Overby as our first witness. I might 
make a preliminary statement prior to the examination of Mr. Overby. 

Gentlemen, in our past hearings we have frequently asked our wit- 
nesses to feel free to volunteer information whenever they felt better 
able to answer a particular question than the person to whom it was 
addressed. 

In the interest of orderly procedure, and to help make the record as 
clear as possible, I am going to ask that only the person to whom the 
question is addressed respond to that question and the person asked 
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the question can give the best answer he can from his own knowle 
and responsibility and after that he can so indicate if he feels another 
witness can give additional information. 

Unless it appears desirable to take additional testimony on a par. 
ticular point immediately, however, we may wish to wait until the 
other witness is testifying before inquiring further. 

We are doing this because we are confronted with quite a bit of 
territory to cover and we would like to get over as much of it as is pos. 
sible today. 

We would appreciate it, therefore, if our witnesses will try to keg 
their answers brief and to the point. It will be helpful, where this js 
feasible, if you will answer questions “yes” or “no,” and then give any 
qualifications or additional information you feel is necessary. 

As is our custom, I will of course give each member of the subcom- 
mittee an opportunity to question each witness at the conclusion 
of my own questioning on a particular point. The members should 
also feel free to seek recognition of the Chair at any time if they have 
questions they feel should be asked during the course of my own 
questioning. 

Mr. Overby, would you please identify yourself for the record? 


TESTIMONY OF E. J. OVERBY, DIRECTOR, COTTON DIVISION, AGRI- 
CULTURAL MARKETING SERVICE; ACCOMPANIED BY J. 6, 
KRAUSE, MARKETING DIVISION, OFFICE OF THE GENERAL 
COUNSEL 


Mr. Oversy. I am Edward J. Overby, Director of the Cotton Di- 
vision of the Agricultural Marketing Service, Department of Agri- 
culture. 

Mr. Fountatn. Will you please raise your right hand ? 

Do you solemnly swear that the testimony you are about to give 
during the course of these hearings will be the truth, the whole truth 
and nothing but the truth, so help you, God ? 

Mr. Oversy. I do. 

Mr. Founrarn. Mr. Overby, how long have you been with the De- 
partment of Agriculture? 

Mr. Overy. A little over 20 years. 

Mr. Founratn. In what capacities have you served ? 

Mr. Oversy. I came in as an agricultural economist in 1939 with 
the old Triple-A and served as actuary of the cotton program in the 
Federal Crop Insurance Corporation and served for a few years in 
the Office of Secretary of Agriculture. Since 1952 I have been Direc- 
tor of the Cotton Division—first, Deputy Director, and then Director 
of the Cotton Division—in the Agricultural Marketing Service. 

Mr. Founrarn. Since 1952? 

Mr. Oversy. Yes, sir. 

Mr. Fountarn. Would you please describe the activities of the 
Cotton Division and your responsibilities as Director ? 

Mr. Oversy. Yes, sir. We have the responsibility for enforcement 
of several of the service and regulatory acts of the Department of 
Agriculture. Our purpose is to improve marketing practices in cot- 
ton and this is done under several laws that have been passed by the 
Congress over a long period of years. 
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One of the oldest acts is the Cotton Futures Act of 1916 which was 
assed at the request of various trade organizations which requested 

at that time that the Department of Agriculture be a disinterested 
umpire when cotton is delivered on the New York or New Orleans 
Exchange and the Chicago Board of Trade, and it is our responsi- 
bility to class all cotton that is delivered under futures contracts. 

Mr. Fountain. In the course of your work have you become fa- 
miliar with the marketing of cotton grown in the United States, both 
in domestic and export channels? 

Mr. Oversy. Yes; I think I have. 

I worked for about 11 years with a marketing organization before 
I came into the Department. I have seen cotton growing, especially 
the marketing procedures, in various countries outside the United 
States. 

Mr. Founrarn. Then, I take it you are familiar with trade prac- 
tices in connection with the marketing of U.S. cotton? 

Mr. Oversy. Yes, sir. I would not say that I am an expert, but 
Iam certainly familiar with it. 

Mr. Founrarn. Mr. Overby, since many of our questions today will 
be concerned with cotton classification I think it might be helpful at 
the outset to get some background information for the record, concern- 
ing the establishment of our present system of cotton standards. 

Sox, as I understand it—and when I make a statement on which 
you are asked to agree or disagree, if I am in error please feel free to 
correct it, but I am doing this in the interest of time—as I understand 
it, our present system came into effect largely as a result of the enact- 
ment of the Cotton Futures Act in 1916, and the Cotton Standards Act 
in 1923. 

I wonder if you could give us a brief explanation of the major pro- 
visions of those acts and the reasons why they were considered neces- 
sary ? 

Mr. Oversy. Yes, sir. 

Prior to that, for probably 100 years, there had been a great deal 
of confusion in that there had been no single way or set of standards 
for grading cotton and classifying the product. You had Middling 
cotton on Liverpool standards, and Middling cotton on New York 
standards, and Middling cotton on New Orleans standards and there 
had been movements throughout the years to try to get something 
done. The Department was first authorized to make permissive stand- 
ards in the Appropriations Act of 1908 and 1909. These were not 
used very much. 

There were several other moves in between that and the Futures 
Act. The first Futures Act was not effective. It was passed in 1914 
and was revised in 1916 and stands on the books today as it was— 
passed—practically as it was passed—at that time. 

This act provides for a tax on cotton delivered on contracts, a tax 
of 2 cents a pound if the exchanges do not comply with the regulations 
of the Secretary of Agriculture. No money has ever been collected 
on this tax because the exchanges do comply with the enforcement 
procedures. We have classed the cotton and provided certain market 
news information for setting the values of contracts when cotton 
delivered is not of the basic grade. 
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In 1923 the Standards Act was passed, and it provided basically 
for three things: One, that the Secretary of Agriculture promulgatg 
standards which could be used to classify the entire crop and put out 
official types which would be used to judge the length of cotton. These 
standards are mandatory on the domestic trade, and if people sel] 
cotton of a certain description they must use descriptive terms pro. 
mulgated by the Secretary under this act. 

There is another provision that authorizes the Secretary to enter 
into agreements with foreign exchanges for their use of our standards, 
We have agreements under this with 14 exchanges around the world 
at the present time. They agree to use our standards when there is q 
disagreement on quality. They agree to use our standards to arbi. 
trate the contracts. We agree to give them a voice when standards 
come up for change and we bring them over periodically to take 4 
look and to study with us the need for a change in standards. 

They are also assured that no change will be made in the standards 
unless a year’s notice has been given. That, along with the provision 
for the market news and price quotations, are the basic provisions of 
this law. 

Mr. Navenron. Is there not one other provision having to do with 
grading of cotton or classing of cotton ? 

Mr. Oversy. You mean the licensing provision ? 

Mr. Naueuron. Not licensing, but the fact that anyone who has a 
transaction in commerce in cotton may have the cotton classed by 
official classers ? 

Mr. Oversy. Yes, sir; that is the important provision. That pro- 
vides we can class cotton on a fee basis for anybody who wishes to 
have it classed. 

Mr. Founratn. If there are any others which you think ought to be 
brought to our attention in response to that question, please feel free 
to do so. 

Mr. Oversy. We consider that our basic authority to do fee class- 
ing is the basic authority for our CCC classing activity. 

Mr. Founrarn. Do you feel, Mr. Overby, that it was the intention 
of Congress in enacting this legislation to establish official standards 
for classing cotton and to make an official classing certificate by Gov- 
ernment classers conclusive evidence of the actual quality of the cotton 
handled in commerce ? 

Mr. Oversy. Yes, sir. 

Mr. Founrarn. Mr. Naughton, I believe, you have some informa- 
tion concerning the intention of Congress also in enacting the Cotton 
Standards Act. We might put it in the record at this time. 

Mr. Oversy. I probably should add, Mr. Chairman, that even 
though I say “yes” to that question, I do not mean that there is any 
mandatory provision that people follow the certificate under the 
Cotton Standards Act. 

Mr. Founrarn. It is mandatory insofar as relations with the Gov- 
ernment is concerned; is it not ? 

Mr. Oversy. -Yes, sir. 

Mr. Naventon. And it is also mandatory that once a Government 
certificate has been issued concerning a particular bale of cotton, if 
the trading in that bale of cotton is on the basis of the Government 
grade, then that is conclusive evidence of the quality; is that right! 

Mr. Oversy. Yes, sir; I think that is correct. 
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Mr. Naveuton. In other words, you can ship cotton in commerce 
on sample or on type, which has no relation to the Government class- 
ing or the fact that a Government classing certificate had been issued ? 
That would not be of particular importance because the sale was not 
being made on description ¢ 

Mr. Overby. That is correct. 

Mr. Navenron. Mr. Chairman, we asked the Library of Congress— 
the American law section—to give us a report on the legislative his- 
tory of the Cotton Standards Act and we have the report from the 
American Law Division in which they reached the conclusion, as Mr. 
Overby did, that it was the intention of Congress to establish stand- 
ards for classing cotton and to make such standards as interpreted by 
an official classer conclusive evidence of the actual quality of the cot- 
ton, and with your permission I think we should put the whole state- 
ment in the record. 

Mr. Founratn. Rather than go through the whole statement, if 
there is no objection, the statement of the Library of Congress will 
become a part of the record of the hearings at this point. 

(The statement referred to follows :) 


THE LiprAry OF CONGRESS, 
LEGISLATIVE REFERENCE SERVICE, 
Washington, D.C., August 28, 1959. 
To: House Committee on Government Operations, Intergovernmental Relations 
Subcommittee, Attention: Mr. James R. Naughton, Counsel. 
From: American Law Division. 
Subject: Cotton Standards Act of 1923, section 4 (7 U.S.C. 54). 

The question has been raised as to whether, under the Cotton Standards Act 
of 1923, it was the congressional intent to establish Federal standards for the 
classification of cotton and use official grades under such standards as the final 
test of quality. It appears that such was the intent of Congress. 

The House Agriculture Committee report filed with the bill declares it to be 
the purpose of the act to establish uniform standards for grading American cot- 
ton entering commerce and to authorize the Secretary of Agriculture to deter- 
mine the classification of any cotton submitted to him, such determinations to 
be accepted as prima facie evidence of the cotton’s true classification in the 
courts of the United States. While the report suggests that the committee 
members did not expect there would be many transactions in which the Secretary 
would be called upon to make a determination as to classification, it is clear 
that once there had been such a classification, it was to be final. The words of 
the report bear this out wherein it is stated, “* * * it is the privilege of this 
final arbitration of disputes by a potent but impartial agency of the Government 
which will, to a large extent, give authority and prestige to the standards in 
every day dealings.” [Emphasis added.] 

Further, Mr. Meadows of the Department of Agriculture, in the hearings 
held by the Senate Committee on Agriculture, testified that under the bill the 
Secretary of Agriculture’s findings would be final before the U.S. courts. And, 
when the House debated the act, Representative Black, in stating the bill as 
he understood it, said that in case of dispute the grade of the cotton set by the 
Department would be the grading determined by the court. 

The following excerpts from the report, hearings, and debate on the Cotton 
Standards Act, H.R. 14302 of the 67th Congress, indicate that it undoubtedly 
was the intent of Congress to establish Federal cotton standards and to use 
official grades by the Department of Agriculture as the final test of quality under 
such standards. 

“REPORT 


“(H. Rept. 1593, H.R. 14803, 67th Cong., House Committee on Agriculture) 


“Purpose of the bill: To improve conditions and methods of classification and 
arbitration is the buying and selling of spot cotton to the end that certain 
existing commercial risks may be lessened and that transactions may be safely 
consummated at lower net cost. The amelioration of these conditions should 
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make it possible for producers to secure for themselves that part of the ma 
between growers, and spinners, prices which buyers and shippers ordinarily 
take to protect themselves against claims which may be expected to arise unde 
the existing system of classification. It is intended to accomplish this regy} 
by the establishment in interstate and foreign commerce of uniform standards 
for grades and staples of American cotton and by authorizing the Secretary of 
Agriculture to determine the classification of any cotton submitted to him fo, 
the purpose, such determinations to be accepted as prime facie evidence of the 
cotton’s true classification in the courts of the United States (p. 1). 

“The classification of cotton is a skilled occupation. Cotton buyers ang 
dealers who guarantee their grades have learned from experience to protec 
themselves against claims arising out of transactions among themselves and 
with spinners by slightly undergrading cotton as they purchase it. The cumu- 
lative effect of this undergrading is passed along to the producer whose cottop 
is usually classified according to a scale of grades lower than that of the 
standards. Usually the producer is obliged to accept the buyer’s classifica. 
tion, but if he is unfortunate enough to have his cotton properly graded by a 
disinterested agency he is seldom able to sell it according to the official standard 
classification for the reason just given. The establishment of the officia] 
standards as the basis of all transactions in interstate and foreign commer 
is expected to remedy this condition to a measurable extent by prohibiting the 
use of other standards and by bringing the official standards as near to the 
producer as possible. It is expected that the various State legislatures wil] 
establish the standards similarly in intrastate commerce (p. 2). 

“Although the percentages of transactions in which the Secretary will prob- 
ably be called upon to make such determinations is relatively small, it is the 
privilege of this final arbitration of disputes by a potent but impartial agency 
of the Government which will, to a large extent, give authority and prestige 
to the standards in everyday dealings.” 


Tgin 


“HEARINGS 


“(Hearings before the Senate Committee on Agriculture, February 20 and 24, 
1923, H.R. 14302, 67th Cong.) 


“(Statement of Mr. Meadows, Department of Agriculture. ) 


“Senator RANSDELL. You speak of different standards. How many standards 
have we for determining the grade and kind of cotton? 

“Mr. Mreapows. Senator, the two great standards are the U.S. official cotton 
standards, which are used largely in this country and the Liverpool standards 
which are used largely abroad and used to some extent in exportation of cotton 
from the United States, and in some cases cause confusion with our standards 
in transactions in cotton in this country. 

“Senator RANspex.. Is it really a confusion between Liverpool and this country 
which you are trying to overcome? 

“Mr. MEApows. Yes, sir; and there is a Bremen standard, slightly different 
from either of the others.” 


* * * * * * * 


“Senator Smirn. The Liverpool standard is used considerably in this country. 

“Mr. MEApows. Yes, sir. I want to be frank and to say if this bill passes it 
will prevent the use in this country of any foreign standards. The only stand- 
ard they can use will be the official standards of the United States. But the 
privilege of selling or shipping cotton to market on sample or on type is per- 
mitted. * * * 

“Now the third thing, of great importance in this measure is the authority 
conferred by section 4 (sec. 54) on the Secretary of Agriculture to classify 
cotton which is presented to him for the purpose of having it certificated. This 
acts practically as an arbitration on spot shipments, whether to Liverpool or 
whether in interstate shipment in this country. The arbitration before a board 
of foreign arbitrators, based on standards to which Americans do not have 
ready access, has been the bane of the cotton exporter’s business since its ineep 
tion. Under this bill the Secretary of Agriculture would have authority to pass 
judgment on the grade and staple of cotton and his finding would be made final 
before the U.S. courts. 
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“Senator SMITH. I want to get this clear and I would like to have it in the 
record. It constitutes the Secretary of Agriculture as the arbitrator where the 
cotton has been exported or sold in interstate commerce on the Government 
official standards? 

“Mr. Meapows. Yes, sir. 

“Senator SmirH. If there is a demurrer and someone objects or says it has 
not been properly classified then the samples are taken from the cotton in 
question and referred to the Secretary of Agriculture? 

“Mr. Meapows. Yes, sir. 

“Senator SMiTH. And his say so is final. 

“Mr. MeApows. Yes, sir. I want to add one thing that is not always clear in 
the discussion of this matter. The Secretary of Agriculture is permited to make 
rules on this subject, and those rules will be laid down in printed form and will 
be as safe as the sampling and classification of cotton in New Orleans or New 
York under the Cotton Futures Act. We do not intend to start our taking wild- 
eat samples from anyone who presents them to us. The rules will be equitable 
and will guarantee against abuses as far as possible. 

“Senator SMITH. So that if there is a mistake made you have a court of 
appeals? 

“Mr. Meapows. Yes, sir. We already have some experience as to the success 
of the Government classing cotton under the U.S. Cotton Futures Act. The cotton 
exchanges formerly performed that function, but since the Government has taken 
it over the exchanges have found that the Government has been sufficiently 
accurate to give faith in the Government class, and it has worked successfully 
since 1919 when the Cotton Futures Act was amended and the Secretary of Agri- 
culture given this authority.” 

© * * * * ” + 


“Mr, Meapows. We want one standard for cotton and we want the American 
certificate to be final. 

“There are one or two indirect advantages to the measure that I want to 
point out. First, it will improve the credit of farmers. At the present time 
we are operating under the Warehouse Act, which is a measure designed to give 
validity to warehouse receipts. This measure will give still greater validity 
to warehouse receipts from the fact you can get an official class on cotton so 
that a banker will have a standard to loan money on, and it ought to serve to 
reduce the interest rate to farmers who are holding cotton while awaiting a 
favorable market.” 

ae * * * *~ ~ *~ 


“Second, it will enable the farmer to sell his cotton after its classification 
rather than before, if the farmer elects to sell in that manner. 

“To give you a specific instance of this: If for instance, I, as a farmer have 
cotton at Montgomery, Ala., and wish to sell that cotton to some mill in Georgia, 
I could sell that cotton on guaranteed grade and leave the matter of arbitration 
to the Secretary of Agriculture, and we would settle for the cotton on the final 
outturn by the Department of Agriculture. 

“You see, a producer, then, can appeal directly to the Secretary and get an 
outturn on his cotton which would be final in the settlement of his contract. 


“DEBATE 


“(Congressional Record, vol. 64, pt. 4—H.R. 14302, Cotton Standards Act, 
p. 3657) 


“Mr. Brack. * * * It sometimes happens that there is a dispute about grades 
and the seller feels that he has been unjustly dealt with. For example, in the 
town where I live I have a friend who is a cotton buyer, and he shipped a large 
list of cotton to a point in Massachusetts at a price that he thought would yield 
a good profit. An account sales was sent back giving a very different grading 
from his own, and therefore a very different result of the sale from what he 
expected. An unfavorable grading of that kind naturally has a tendency to 
depress the price. Now what will happen in a case of that kind under the bill? 
Where is the remedy? As I understand the bill, the remedy is this: The seller 
of cotton in a case of that kind will have the right to forward his sample to 
the Department of Agriculture, and the Department after a careful examina- 
tion, will fix the grades, and those grades so fixed will be prime facie evidence 
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of the correctness of the grades in any proceeding in the U.S. courts. Therefore 
in a dispute that arises upon the correctness of an account sales the grading of 
the Department will be the grading determined by the court.” 

*x * * oe * * 8 

“Mr. STEVENSON. And very soon the States will all make those grades prima 
facie evidence in their courts by State legislation? 

“Mr. Biack. Yes; I was coming to that next. Congress would not have any 
right to say to a State court that it shall accept this evidence as prima facie 
but I dare say our Texas Legislature will pass a law of that kind if this pjy 
becomes a law * * *” (p.3653). 


In a letter addressed to Hon. G. N. Haugen, chairman of the House Agriculture 
Committee, Scretary of Agriculture Wallace made the recommendation that the 
word “final” be inserted preceding the word “certificate” in section 4 of the pjj 
(7 U.S.C. 54); and that the words “shall be binding on officers of the Uniteq 
States” be added following the word “determination.” 


Mary M. Burnett, Legal Digester, 


Mr. Founratn. Mr. Overby, I wonder if you would also give us q 
brief description of the various classes of cotton under the Official 
Standards Act? 

Mr. Oversy. Yes,sir. The classes of cotton are set up to break down 
the various qualities into segments which are relatively well spaced; 
that is, gradations of quality. 

They range from our highest grade of Strict Good Middling 
through Good Middling, Strict Middling, Middling, Strict Low 
Middling, Low Middling, Strict Good Ordinary, Good Ordinary, and 
to use the Mother Hubbard phrase, at the bottom is below grade, 

T have a list of those. 

Mr. Fountain. Right at this point, while you gentlemen are con- 
ferring, I think we will ask you to submit for the committee a list of 
the classes which will become a part of the record. 

Mr. Overy. Yes, sir. 

(The list referred to includes various grades of spotted, tinged, 
yellow stained, and gray cottons in addition to the white grades 
mentioned above, and follows :) 


OFFICIAL Corton STANDARDS OF THE UNITED STATES FOR THE GRADE OF AMERICAN 
UPLAND CoTTon (UNIVERSAL STANDARDS) NOW IN EFFECT 





WHITE COTTON 


Strict Good Middling 
x00d Middling 

Strict Middling 
Middling 

Strict Low Middling 
Low Middling 

Strict Good Ordinary 
Good Ordinary 


SPOTTED COTTON 


Good Middling Spotted 
Strict Middling Spotted 
Middling Spotted 

Strict Low Middling 
Low Middling 


TINGED COTTON 


Good Middling Tinged 

Strict Middling Tinged 
Middling Tinged 

Strict Low Middling Tinged 
Low Middling Tinged 


YELLOW STAINED COTTON 


300d Middling Yellow Stained 
Strict Middling Yellow Stained 
Middling Yellow Stained 


GRAY COTTON 


Good Middling Gray 
Strict Middling Gray 
Middling Gray 

Strict Low Middling Gray 
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The amended universal standards that were approved at the 1959 Universal 
Cotton Standards Conference and were later promulgated to be effective August 


1, 1960, are as follows: 


AMENDED OFFICIAL COTTON STANDARDS OF THE UNITED STATES FOR THE GRADE OF 
(UNIVERSAL STANDARDS), ErrecriveE Avueust 1, 


AMERICAN UPLAND COTTON 
1960 


{Reprinted from the Federal Register of June 25, 1959] 


WHITE COTTON 


Strict Good Middling 
Good Middling 

Strict Middling 

Middling Plus 

Middling 

Strict Low Middling Plus 
Strict Low Middling 

Low Middling Plus 

Low Middling 

Strict Good Ordinary Plus 
Strict Good Ordinary 
Good Ordinary Plus 

Good Ordinary 


LIGHT SPOTTED COTTON 


Good Middling Light Spotted 
Strict Middling Light Spotted 
Middling Light Spotted 

Strict Low Middling Light Spotted 
Low Middling Light Spotted 


SPOTTED COTTON 


Good Middling Spotted 
Strict Middling Spotted 
Middling Spotted 

Strict Low Middling Spotted 
Low Middling Spotted 


Mr. Kravse. Off the record. 


(Discussion off the record.) 


TINGED COTTON 
Good Middling Tinged 
Strict Middling Tinged 
Middling Tinged 

Strict Low Middling Tinged 
Low Middling Tinged 


YELLOW STAINED COTTON 


Good Middling Yellow Stained 
Strict Middling Yellow Stained 
Middling Yellow Stained 


LIGHT GRAY COTTON 


Good Middling Light Gray 
Strict Middling Light Gray 
Middling Light Gray 

Strict Low Middling Light Gray 


GRAY COTTON 


Good Middling Gray 

Strict Middling Gray 

Middling Gray 

Strict Low Middling Gray 
BELOW GRADE COTTON 

Below Grade Cotton 


My name is J. C. Krause, Director of the Marketing Division in 
the Office of the General Counsel. 

We are, of course, charged with the legal responsibility under this 
and a number of other statutes—— 

Mr. Oversy. I was about to call Mr. Krause if you got into any 
further legal questions. 

Mr. Kravsr. I merely wanted to point out to Mr. Overby that cer- 
tificates of this sort are prima facie evidence and not necessarily 
conclusive evidence of the classification of cotton under the terms of 
the statute. 

There is a distinction, of course, between prima facie evidence and 
conclusive evidence. 

Mr. Naveuton. Could I ask Mr. Krause a question at this point? 

Mr. Fountatn. You may proceed. 

Mr. Naventon. I think the question asked was as to whether Con- 
gress intended to make a classing certificate conclusive evidence and 
while, of course, it is only prima facie evidence in a court of law that 
does not necessarily mean that it was not the intention of Cengress 
that this should be in effect a final standard or an indication of 
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quality, subject, of course, if there is evidence that it is not being 
properly car ried out it could be overturned ? 

Mr. Kravsr. I was merely calling attention to the provisions of 
the section of the statute which is in 7 U.S.C. 54. 

Mr. Naventon. Maybe the words “conclusive evidence” were not 
an appropriate choice ‘of wording. Maybe I should have said it was 
the intention of Congress that this would be the official standard! 

Mr. Krause. There is not much question about that. 

Mr. Founrarn. I wonder if you would tell us how the official 
standards, Mr. Overby, against ‘which cotton is valued in order to 
determine its classification are agreed upon ? 

Mr. Oversy. Yes; I would be glad to. 

The standards are set up to make the necessary breakdowns in 
quality groups which reflect different uses of cotton. 

We in the Department have several experts that have worked in 
this field for a number of years. Whenever there is need for a change 
in standards we will survey the crop to see what the whole range of 
production is at any given time. We then take this range and try 
to break it down into meaningful groups. This is done » very care- 
fully and very comprehensive surveys of the crop are mi ide. After 
we have done our own work we call on people in the domestic trade 
from the American Manufacturers Institute, the American Cotton 
Shipper’s Association and various producer organizations and vari- 
ous ginning groups and others that have a vital interest: in what 
we say is middling and strict middiing, and so forth. We go through 
that very carefully with domestic groups before we ever go into an 
international conference where the voice of our signatories—that is, 
the foreign groups—have a voting right on whether they accept or 
not. We retain 50 percent of the vote and it takes three-fourths to 
make a change. So, to bring our foreign groups in we have to have 
concurrence from them. They are the same kind of people normally 
that our own trade groups are. They are interested in establishing 
a yardstick for measuring different grades, and we have never had 
a great deal of trouble vetting them to agree. Once in a while we 
have difficulty with one gr ade about some ‘change up or down which 
is also discussed with our own domestic people, people i in this country, 
and we come out with a satisfactory agreement between domestic and 
foreign groups. 

Mr. Fountatn. In other w ords, you endeavor to get the composite 
thinking of all interested parties and representatives of the cotton 


trade, partic ‘ularly U.S. cotton exporters, in determining the official 
cotton standards? 


Mr. Oversy. Yes, sir. 

Mr. Founratn. Do the cotton exporters agree to such standards! 

Mr. Oversy. Yes; they normally agree. 

Mr. Fountatn. There may be some differences of opinion? 

Mr. Oversy. There is difference of opinion, and great arguments 
and great discussions go on but, of course, our position with them as 
well as the domestic mills is that we are required by law to put out 
standards. There is nothing we dislike more than to put out stand- 
ards that are not workable or acceptable. I do not think we have ever 
had any great difficulties although we have had some clash of financial 
interests but we al rays come out with something which is workable. 
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What I am trying to say is that we are required to put them 
out whether they agree or not. 

Mr. Fountain. But, you do try to get their agreement ? 

Mr. Oversy. Yes: and we always have so far. 

Mr. Founrarn. When cotton is delivered on futures contracts, is 
it true that it must have been officially graded by the Department of 
Agriculture ? 

Mr. Oversy. Yes, sir. 

Mr. Fountarn. And, of course, unless the grade given to the cotton 
‘sreviewed and changed by the Department, that grade, I take it, must 
be recopnized as showing the actual quality of the cotton? 

Mr. Overby. Yes, sir; to the best of my knowledge it is. Of course, 
I said “Yes, sir; it is required,” with the reservation that they could 
pay a 2-cent tax on it and not use our official grade. 

Mr. Fountatn. Do you know of any instance where anyone in the 
cotton business has been successful in claiming that a Government 
grading certificate on cotton was not the actual grade of such cotton 
in & futures transaction ? 

Mr. Oversy. Well, we know very well that cotton changes in storage 
and with large amounts of cotton going into the certificated stocks— 
that is, the stock that is deliverable under futures contract and is de- 
livered on contracts—can be culled over again and again, because they 
have a practice that if a man buys 1,000 bales he can use what he wants 
and retender the balance without having it reexamined or regraded. 
Four or five years ago, in 1954 and 1955, I think it was, there was a 
tremendous quantity of cotton that went under contract, and came 
off. Some 400,000 or 500,000 bales went on and the stocks were then 
worked down to a low level by acceptance of delivery by one of the 
big mill groups in large quantities. There was a very small amount of 
retender. The retenders were the rejects or the cull cotton. They 
did not claim against these certificates, but some 50,000 to 100,000 
bales of this culled cotton, and I forget the figures, were said to have 
certificates higher than the grade. There were bills in Congress and 
there were many requests that this cotton be taken over by the Gov- 
ernment and replaced by bales from CCC stocks because it no longer 
was what it purported to be. It was not what it was purported to be, 
as we explained continuously to various committees and groups, be- 
cause you could not have a culling process like this on a commodity for 
which grading is subjective. When the stock got low, the poor bales 
were left. 

While none of those bills got any place, there certainly were many 
requests and people were quite put out when they found the cotton 
had deteriorated. We had a large amount of evidence collected over 
many years that even though cotton is relatively unperishable much 
of it still deteriorated in storage. The color changed, and that is a 
very important factor in the price of cotton. 

Mr. Naventon. Even though there was general recognition that 
because of this culling process the certified stocks probably did not 
represent the quality they were supposed to represent, even so, the 
man who received a certified bale on a futures contract had to accept 


it because the grade was conclusive evidence that it had already been 
reviewed ? 
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Mr. Oversy. If a man puts it in to start with and has the reviey 
immediately, that classification goes only with the cotton as long a 
it is in the certified stock. eo 

What we recommended to the exchanges at that time as strongly 
as we could was that they put a time limit after which there would he 
penalties against cotton and it would decline in value. They did 
accept that about 3 years ago as a way to clean up that certified stock 
rather than coming to the Department and giving us responsibility for 
something we were doing merely on a service basis. 

We never had title to the cotton. 

Mr. Naveuton. Of course, even though the Government certificate 
on. these stocks of cotton was only prima facie evidence and there was 
a lot of evidence that this had deteriorated, still no one felt able to 
go into court and upset the Government classification certificate jy 
spite of the evidence that might be brought in? 

Mr. Oversy. No. They went to Congress and asked that we take 
it out of CCC stocks to replace those bales. 

Mr. Naveuton. This certainly indicates recognition of the official 
certificate by the trade as representing the actual quality of cotton 
insofar as legal principles are concerned ? 

Mr. Oversy. Yes, sir; the question of whether this depends entirely 
on the rules of the exchange is this: It does depend on the rules but 
classification rules are rules of the Secretary of Agriculture. We orig. 
inate these and we discuss them with the exchanges and get them to 
agree. But we make the rules and we class the cotton and the rules 
are part of the contract. 

Mr. Founrarn. Is it also true that under the Cotton Standards Act 
the determination by an official cotton classer as to the quality of the 
cotton is binding upon the officers of the Government ? 

Mr. Oversy. I believe that is correct, is it not, Mr. Krause? 

It is certainly used that way. Yes; it is so stated in the statute, 

Mr. Fountarn. And, of course, whenever the Government buys or 
sells cotton it does so on the basis of the official grading certificate; 
does it not? 

Mr. Oversy. Yes, sir. 

Mr. Fountain. In your opinion does the Government rely on the 
official grading certificate in buying or selling cotton only because 
the statute requires it or would it be likely to do so even without the 
statute because Government grading certificates are recognized as 
more accurate and reliable? 

Mr. Oversy. The main thing we claim for a Government certificate 
is not that we have better experts than others but we have disinter- 
ested experts. We have people doing the work who have no financial 
interest in the product. 

Mr. Fountain. They are trying to be objective? 

Mr. Oversy. Yes, sir. There was a time when official certificates 
were made by licensed classers under the Standards Act. Most of the 
work was done by licensed classers, but it came to a point that these 
people actually represented the buyers of cotton and they were just 
employees of a firm who went out and got a license, took an exami 
tion from us and got a license, and then were acting for their prin- 
cipal. They were not standing as disinterested umpires between the 
two parties, and they got in rather bad shape. In about 1937 this was 
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discontinued and the Government stepped in at that time and the 
Commodity Credit Corporation hired a firm to reclass all that cotton. 
From that time on all classing has been done by employees of the 
Department. 

Mr. Naveuton. In other words, Mr. Overby, when there were a 
considerable number of licensed classers who actually worked for 
shippers and other persons who had a financial interest in cotton, as 
a practical matter there was a difficulty there in that instead of rep- 
resenting objectively the grade of cotton, sometimes certificates issued 
by the licensed classers tended to represent the financial interests of 
their principal 4 

Mr. Oversy. That is correct. I was trying to illustrate that an 
official certificate as such did not give as much protection at that 
time as I think it does now. 

Mr. Fountatn. I think you pointed out that a Government classing 
certificate shall be accepted as prima facie evidence in the courts of 
the United States of actual quality of cotton under the provisions of 
title VII, section 54, and in view of this it is recognized in the cotton 
trade, is it not, that an official classing certificate is legally binding 
as to the actual quality of the cotton in terms of official standards? 

Mr. Oversy. I would have to turn to counsel for that. 

Mr. Krause, do you know about that? 

(Mr. Krause confers with Mr. Overby.) 

Mr. Oversy. Yes. Mr. Krause points out that this classification 
certainly is prima facie evidence but there is a question, of course. 

Many of these programs allow reclassification and there are two rea- 
sons for having reclassification after a classification is once done. We 
can always make mistakes. 

Mr. Founrarn. It is certainly binding until and unless there is a 
reclassification ? 

Mr. Oversy. It is binding on the Government. 
binding it is on other parties. 

Mr. Fountarn. Well, is it binding on other parties in their dealings 
with the Government ? 

Mr. Overy. Yes, sir; they have to buy and sell on the basis of the 
grade that the Commodity Credit Corporation has on its cotton, for 
example. 

Mr. Founrarn. Would that also include dealings which they have 
with other people but where the Government had an interest such as 
where the Covestiennatt provides the funds for importing countries? 

Mr. Oversy. It is again prima facie evidence of the quality. 

Mr, Fountarn. Do you know cf anyone in the cotton trade who 
has ever claimed that an official certificate is not conclusive as to the 
actual quality of the cotton ? 

In order to make my question clear, I want to make it plain that 
Tam not talking about sales made on type or sample where the classi- 
fication of cotton on the official standards is not at issue. I also 
recognize that cotton shippers may not always agree with an official 
classification even when they recognize they are bound by it. 

Mr. Oversy. Well, I expect so. I would like to say as a preface 
to this that cotton classing is certainly a subjective art. 

Mr. Founrar. It is. 

64140—61—pt. 217 
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Mr. Oversy. As an illustration, every time merchants transfer q 
bale of cotton they resample and reclass it. There is plenty of room 
for disagreement on cotton classification, whether it be by an official 
certificate or not. 

Mr. Fountain. We have found that out. 

Mr. Oversy. Yes. When you have that kind of situation you do 
not know just what they are questioning. I do not think they ay 
questioning the official validity of the certificate as such, but they 
are disagreeing with it. Every time we had a request for review op 
claim classing done for the Commodity Credit Corporation the buyer 
was saying in effect that he thought we had classed it too easy and it 
should have been classed harder to give him a larger claim. 

Mr. Founrarn. We have certainly found out in talking to the 
cotton people that it is a complicated field and that all of them haye 
their individual ways of dealing in and describing cotton. 

Is it true that certain characteristics of cotton, such as tensile 
strength or the degree of fineness, are not measured by the official] 
standards ? 

Mr. Oversy. Yes, sir; that is true. 

Mr. Founrarn. Are official classers permitted to give cotton q 
higher classification than it would otherwise receive because it is above 
average in characteristics which are not measured by the official 
standards? For example, would you permit a classer to raise the 
official classification on cotton because he felt that it was above ayer. 
age in tensile strength / 

Mr. Overby. Well, we try to make all the use we can of the various 
kinds of devices that have been developed in the laboratory. The Cot- 
ton Standards Act referred to about three things: grade, staples, and 
character. Now, character was everything that was not covered by 
grade and staple. Those are the illusive qualities that make one bale 
of Middling Inch cotton better than another. From the late 1920's 
on, the Department started first, and now it is very widespread in the 
research field, to measure some of these things that we call character, 
When measuring the tensile strength one of the most. commonly used 
instruments is the Pressley. Dr. Pressley at the University of An- 
zona perfected it, and it measures the breaking strength of the fiber 
of cotton. Another common instrument is an airflow machine—micro- 
aire—and others which measure the fineness of the fiber. Actually, 
what is measured to a large extent is the maturity of the fiber and 
this gives us something that is an evaluation in addition to grade and 
staple. It is widely used now—it is used in many contracts. It is 
over and above grade and staples as we normally use it. 

Classers are human beings. They are trying to evaluate a bale of 
cotton. Many of them have had a lot of experience and if they find 
a bale that breaks harder than another they will say the harder baleis 
best. Because some bales are soft or “wastey” our instructions re- 
quire that if it is wastey enough, they shall show that it is “wastey.” 
They show the original length from which it is reduced as well a 
the length to which reduced. So, it is partially recognized, but it's 
certainly a subjective matter, Mr. Chairman. 

The way to evaluate these factors is the laboratory technique that 
we use in making up of the standards and making up of the staple 
types which are used to judge the length of cotton. 
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Mr. Navcuron. As I understand it, there are provisions, where 
cotton is considerably deficient in tensile strength and other character- 
istics, for reducing it below the grade which otherwise would be given 
according to staple length and preparation and other factors; and you 
have also indicated that classers, being human, will undoubtedly give 
something of a psychological advantage; for instance, if cotton is 
superior in tensile strength they will give it an advantage. But if 
vou have a case where cotton was up for reclass and the classer thought 
it was the best he had seen in terms of tensile strength and other 
characteristics which were not a part of the cotton standards would you 
yermit him to raise the classification to Strict Middling instead of 
Strict Low Middling ? 

Mr. Oversy. No. Grade is made up of two factors primarily, color 
and leaf. The other part, the strength of the fiber and the length of 
the fiber, are considered in stapling. Our grade boxes have “Do not 
touch” on them because we do not want the face of the box to change. 
We think we cover pretty much the whole range of these various 
factors you have mentioned to make up the boxes, 

Mr. Naveuron. In other words, in setting the standards you have 
given consideration to the factors to the extent they are normally 
measured in classing cotton ? 

Mr. Oversy. Yes. 

Mr. Naveuton. And beyond that no one would be permitted, just 
because in his mind or in accordance with a Pressly test it showed an 
above-average tensile strength, he would not be able to raise the classi- 
fication solely on account of that? 

Mr. Oversy. No. It is not easy to judge it without an instrument, 
Mr. Chairman. 

Mr. Fountain. Any questions? 

Mrs. Dwyer. No questions. 

Mr. Smiru. No questions. 

Mr. Fountain. Thank you, Mr. Overby. That is all for this time. 
We would appreciate it if you would stay around should other ques- 
tions arise. 

Will Mr. Raper come up. 

Mr. Raper, I will ask you to give information concerning Commod- 
ity Credit Corporation acquisition and disposal of cotton. Our ques- 
tions will be general in nature since we expect to have witnesses from 
the New Orleans Commodity Office in the future. 

Will you identify yourself for the record. 


STATEMENT OF RALPH H. RAPER, DEPUTY DIRECTOR, COTTON 
DIVISION, COMMODITY STABILIZATION SERVICE 


Mr. Rarer. My name is Ralph H. Raper. I am Deputy Director 
of the Cotton Division, CSS. 
Mr. Founrarn. Do you solemnly swear that the evidence you are 


about to give will be the truth, the whole truth, and nothing but the 
truth, so help you God? 


Mr. Raper. [ do. 
Mr. Founrary. I believe we had originally requested that Mr. 
Rhodes, the head of the CSS Cotton Division, be here to testify this 


morning, but I understand he is out of town on official business, is 
that correct ? 
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Mr. Raper. Yes. 

Mr. Fountain. How long have you been with the Department? 

Mr. Raper. Since 1935. 

Mr. Fountarn. And how long have you held your present position} 

Mr. Rarer. About 4 years. ' 

Mr. Founrarn. I wonder if you would briefly describe the activities 
and major responsibilities of the CSS Cotton Division ? 

Mr. Rarer. The major responsibilities of the CSS Cotton Division 
lay in the field of production control and the price support and dis. 
posal programs of the Commodity Credit Corporation. 

Mr. Founrary. Are you familiar with the manner in which the 
Commodity Credit Corporation acquires and disposes of cotton? 

Mr. Raper. Yes, generally. 

Mr. Founrarn. Am I correct in assuming that it is CCC policy to 
treat all classes of persons and corporations which have dealings with 
the CCC in cotton on an equal basis? 

Mr. Rarer. Yes, sir. 

Mr. Founrain. For example, your policy would not permit giving 
preferred treatment to cotton shippers as compared to the treatment 
given producers? 

Mr. Rarer. Maybe I should explain a little. Under the programs 
that we operate in the price support and disposal programs we have 
bulletins—we call them bulletins, they are regulations—and we have 
announcements which control the terms and regulations under which 
we dispose of cotton. Anyone, within these provisions, could pur. 
chase cotton under the same conditions, be he a farmer or mill owner 
or merchant. 

In connection with obtaining price support loans, we have regula- 
tions. To us anyone who secures a price support loan is a producer, 
even though he may have other activities, and he obtains the loan on 
cotton under the rules under which we are making loans on cotton, 

Mr. Founrarn. For a number of years the Commodity Credit 
Corporation has supported the price to cotton producers ? 

Mr. Rarer. That is correct. 

Mr. Fountarn. Has this been done primarily by means of non- 
recourse loans on cotton ? 

Mr. Raper. Yes, altogether, except in 1944 and 1945 years when 
we had a purchase program in addition to the nonrecourse loan 
program. 

Mr. Fountarn. Is it true that loans are made primarily by banks 
or other agencies acting as agents for the Commodity Credit 
Corporation ? 

Mr. Raper. Yes. The Commodity Credit Corporation approves 
lending agencies. Lending agencies are the people throughout the 
country in a position to make loans to producers and who want to 
participate in the program. CCC approves them and then they 
make the loans according to our rules and regulations. 

Mr. Founrarn. After a bank has advanced funds to a producer on 
cotton, it can either secure reimbursement from the Commodity 
Credit Corporation by in effect selling to the Commodity Credit 
Corporation the producer’s note, or it can continue to finance the 
Joan with its own funds and obtain participation certificates. 

Mr. Rarer. That is correct. 
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Mr. Fountarn. If the producer does not redeem the cotton which 
he has put up to secure his loan, is it taken by CCC in full satisfaction 
of the loan ¢ 

Mr. Rarer. That is correct. Also, if there is any equity in the 
cotton at the time CCC takes it over, CCC pays it back to the 
producer. t 

Mr. Founrarn. To the producer ? 

Mr. Rarer. Yes, sir, at the time it is taken over by CCC. 

Mr. Fountain. The amount of loan which the producer can obtain, 
or at least his final settlement with CCC, is based upon the quality of 
his cotton ¢ 

Mr. Raver. Yes, as determined by the Board of Cotton Examiners. 

Mr. Fountratn. How is the quality determined ? 

Mr. Raver. Under our program we require that the farmer, when he 
tenders the cotton to us, have the Government classification of the 
cotton. We also require that he put it in an approved warehouse. 
Each approved warehouse has a loan rate for each grade and staple 
length. That is the way we determine the loan value of the cotton, on 
the basis of the Government classification at that location. 

Mr. Smiru. Mr. Chairman, could I interject a question / 

Mr. Fountain. Mr. Smith. 

Mr. Smarn. Did you say if the cotton has a market value in excess 
of the loan you pay the difference to the producer ? 

Mr. Raver. That has been the procedure, yes. 

Mr. Surry. Would the loan then have been less than the support 
price, or why did not the man sell it directly on the market 

Mr. Rarer. That is a very good question but it has happened a num- 
ber of times and we have paid a considerable amount of money to pro- 
ducers at the time we took over the cotton because the market value 
was in excess of the loan. 

Mr. Sairu. That is not done on corn. If the loan is less than the 
market price and you want to get the difference, you sell the corn and 

tthe difference. Is it different on cotton ? 

Mr. Rarer. I am not in a position to comment on corn. 

Mr, Smiru. Is this by regulation that you do that, instead of hav- 
ing the producer sell his cotton on the market in order to get the 
difference ? 

Is this pertinent to the inquiry, Mr. Chairman ? 

Mr. Rarer. Mr, Coffman is one of our attorneys, Mr. Chairman. 

(Discussion off the record between Mr. Raper and Mr. Coffman.) 

Mr. Corrman. Congressman, my name is Claude Coffman, of the 
Legal Division. 

Mr. Fountarn. Go ahead, Mr. Coffman. 

Mr. Corrman. I am under the impression that the same rules apply 
to all of our commodities, that when we took them over we paid what 
was called an equity payment, the difference bet ween the market value 
and the loan if the market value exceeded the loan. That was done 
because we felt legally, in order to dispose of the producer’s interest, 
we had to compensate him for the market value of his commodity. 

Recently Congress has passed a statute under which we are au- 
thorized to take over some collateral without making an equity 
payment, 
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Mr. Suiru. If the support price is less than the market price, why 
did he not pay the loan off? r 

Mr. Corrman. They have given various answers to that. Some 
feel it takes a certain amount of money in getting the commodity back 
and marketing it. If the margin is slight it might not be worth his 
time, the margin between the market value and the loan. 

Mr. Smiru. Are these commodities in a Government warehouse? 

Mr. Corrman. Some of it is. 

There would have to be enough profit in it to make it worth his 
while to market it. We have heard various reasons why producers 
do not sometimes redeem their commodity when the market value js 
higher than the loan. 

Mr. Suirn. Mr. Chairman, I do not want to clutter up the record 
because I understand this is not pertinent to the inquiry this morn. 
ing, but I wonder if you could submit some information on that for 
the record ? 

Mr. Rarer. I would like to make a comment. 

We have made a loan on the basis of the official classification of the 
cotton at the time the loan was made. <A person sells cotton on the basis 
of what the man buying the cotton thinks the cotton is worth. It is 
quite possible that some of this cotton has changed from the time it 
went in the warehouse until it is ready to be sold. It is possible that 
the classification assigned to the cotton when the cotton was put in 
the warehouse was not exactly in line with what the person getting 
ready to buy it thought it was. Or it may be that the market price at 
this particular location is not such that anybody can redeem this 
cotton. 

On the part of the CCC, on one side we use the classification of the 
Government; on the other side we use the market value of the par- 
ticular cotton at the particular location. It is well known that in 
any quality of cotton you have a different value depending on whether 
it is high or low as compared with the average for that quality. 

Mr. Smiru. You mean you may find out later you did not loan him 
as much as he had coming? 

Mr. Rarer. No. We assigned the market value on the basis of the 
market value for the particular quality Sf cotton as it was originally 
classed. It may notstill be that. 

Mr.Smrrxn. You mean it may have increased ? 

Mr. Rarer. The value of the cotton may have decreased. 

Mr. Fountarn. Of course the storage will eat up some of the equity. 

Mr. Rarer. Yes. We would pay the storage before we paid any 
equity. 

Mr. Smirn. I would like to go into this at some future time, Mr. 
Chairman, but I will drop it now. 

Mr. Fountarn. If the producer is not satisfied with the determin 
tion by the official classer, he can appeal it, can he not ? 

Mr. Rarer. He can get a review of the classification on any bale 
of cotton prior to the time he turns it over to us. 

Mr. Founrarn. If the producer is still not satisfied with the off- 
cial grade and honestly thinks his cotton is of a higher quality, would 
you allow him to settle with the Government on the basis of what he 


thinks his cotton is rather than what the Government classed it as! 
Mr. Rarer. No, sir. 
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Mr. Fountarn. I was sure that was true, but I asked the question 
for the record. : 

Asa matter of fact, it does not matter what the producer thinks his 
cotton is, because the official classification certificate is what deter- 
mines it ? sy ca : 

Mr. Raver. That is what determines the loan we make on it. 

Mr. Fountain. When cotton is taken over by the Commodity 
Credit Corporation is it stored in commercial warehouses 4 

Mr. Raver. All cotton is stored in commercial warehouses. 

Mr. Fountain. And eventually it is sold or otherwise disposed of 
by the CCC? f 

Mr. Raver. That is right. eee , 

Mr. Fountatn. Prior to 1956, is it true that the CCC accumulated 
a considerable quantity of cotton that had been stored for a fairly 
long period of time? 

Mr. Raver. Yes. | 

Mr. Fountarn. I wonder if you would furnish some statistics for 
our record showing the amount of cotton acquired and disposed of by 
the CCC in recent years along with the acquisition cost and the sales 

roceeds. Youcan get that information to us later. 

Mr. Rarer. Yes. 

(The following information was subsequently furnished by Mr. 
Raper :) 

DEPARTMENT OF AGRICULTURE 
COMMODITY CREDIT CORPORATION 


Cotton, upland: Acquisitions and dispositions, fiscal years 1952 through 1959 


{All figures in thousands] 


Acquisitions Dispositions 
eee Cee ——iié*é«CT i ieee le eae ict eth Ghee ee 


| 


Quantity | Cost value | Quantity | Cost value | Proceeds 





| | | 

Bales | Rales 
3 | $725 84 | $16,414 | $17, 186 
236 | 30, 739 | 2 | 407 | 415 
| 140 | 104} 13,798 | 12, 810 
1, 670 275, 772 | 141 | 23,175 | 24, 379 
6,286 | 1,130,424 1,188} 209,841 | 148, 558 
6,025 | 1,024, 787 | 7,778 | 1,427,949 | 1, 010, 948 
3,676 | 603, 903 | 7,610 | 1,300,709 | 1,021, 862 

2,419 | 323, 593 | 2, 


473 | 375, 107 | 275, 851 
| | 


Mr. Founrarn. The Commodity Credit Corporation sells cotton 
from its stock for domestic use and also for export; is that right? 
Mr. Rarer. That is correct. We sell cotton for unrestricted use. 

Mr. Founrarn. For unrestricted use ? 

Mr. Rarer. Yes, and through the last marketing year we also sold 
it for export. This year we are only selling it for unrestricted use. 

Mr, Fountain. Is it true that up to 2 or 3 years prior to January 1, 
1956, there were relatively few export sales of CCC cotton? 

Mr. Rarer. Prior to that time we did not have an export sales pro- 
gram. The only program we had was an unrestricted sales program. 
Under an unrestricted sales program we sell the cotton and keep no 
record of where it goes. We have no interest in keeping up with it. 

_Mr. Navenron. Your total sales prior to January 1956 were rela- 
tively small compared to those after that time; were they not? 
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Mr. Raper. That is correct. 

Mr. Founrarn. All sales are handled by the New Orleans Cop. 
modity Office ¢ 

Mr. Rarer. Yes. 

Mr. Founrarn. Are they based on instructions prepared by the 
CSS office in Washington? 

Mr. Rarer. The Cotton Division of the CSS has the responsibility 
of working up the programs and they are approved by the Adinig 
istrator. 

Mr. Founratn. CCC sales are made originally, are they not, on the 
basis of the grade assigned to the cotton when the producer obtained 
a loan? 

Mr. Rarer. That is right. Generally we have not had his cotton re. 
classed. We list it in the catalog on the basis of the cotton classifiea- 
tion at the time the loan is made. 

Mr. Founratn. Will you briefly describe the procedure you use to 
distribute catalogs showing the grades and locations of CCC cotton 
and the manner in which bids are obtained ? 

Mr. Rarer. In the distribution of the catalogs we sell them for $15 
a year and anyone who wants can buy it. After a man has bought a 
catalog we send him all deletions or additions to the cat: alog during 
that calendar year. 

Mr. Fountain. Do you have any selected list to whom catalogs are 
sent where you think they ought to be made available, or do you wait 
for inquiries for catalogs ? 

Mr. Rarer. That is handled by the New Orleans office, but so far as 
I know we only send catalogs to people who subscribe for them. 

Mr. Founrarn. And most of the interested parties, I assume, will 
subscribe for them ? 

Mr. Rarer. Yes; if you are talking about people who buy and sell 
considerable quantities of cotton. 

Mr. Founrarn. Yes. 

Mr. Navenron. The catalogs list the quality and quantity of cotton 
and the location of the CCC cotton; do they not ? 

Mr. Rarer. The catalog lists the number of bales in each grade and 
staple in every w arehouse. Every warehouse carries a code number 
carr pe in the catalog. 

Mr. Navenron. Are your sales made by competitive bids? 

Mr. Rarer. Yes. 

Mr. Naveuton. What is the procedure by which you receive bids 
on cotton? I understand bids are made upon the basis of the catalog 
description of the cotton 4 

Mr. Rarer. That is correct. The sales announcement has a speci- 
men copy of the form to be used in making offers for the purchase 
of the cotton and these offers are made in accordance vith that form 
to the New Orleans office. There is a time limit in which bids must 
be made and after that time limit the bids are cut off. 

Mr. Naventon. Do you have a minimum price below which you 
will not accept bids? 

Mr. Raper. That is right. 

Mr. Navenron. And so long as the price is above the minimum, 
the highest bidder gets it ? 

Mr. Raver. That is right. 
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Mr, Naveuron. Do the buyers bid on the basis of a fixed price for 
the actual grade of cotton they are bidding on, or do they bid on the 
basis of a fixed — for middling average? : 

Mr. Rarer. On the basis of the fixed price for the particular cotton. 

Mr. Naventon. In other words, if they were bidding on the basis 
of Strict Low Middling cotton they would bid a price for Strict Low 
Middling cotton? _ 

Mr. Rarer. That is correct. 

Mr. Navenron. In setting your minimum prices do you fix the 
game differentials for premiums or discounts as the average on the 
cotton market? Are your differentials tied in there? 

Mr. Rarer. The New Orleans office is under instructions as to the 
manner in which they are to accept bids. These instructions can be 
changed from time to time. There is no public announcement before- 
hand as to how CCC will arrive at the market price or arrive at these 
acceptable prices for cotton, as I remember it. However, in accept- 
ing bids, we have largely used market differentials. Under the cot- 
ton sales for export program we had a schedule announced for 10 
days prior to the acceptance of bids. This schedule was used in arriv- 
ing at values for any grade and staple of cotton that on the reclass 
was different than the class under which the original classification 
was made. But there was no announcement as to what differential 
would be used in accepting bids. 

Mr. Naveuton. So originally the bidder would bid on the basis of 
a fixed price for the grade he wanted and if, on reclassification, that 
was changed, you would adjust that ? 

Mr. Rarer. According to the schedule, yes. 

Mr. Naventon. Which used the same premiums and discounts as 
the average of 14 spot markets? 

Mr. Raper. The 14 spot market differentials for the 10 business 
days ending on the Wednesday prior to acceptance of the bids. There 
was a 10-day period. 

Mr. Naucuton. These reports on prices at the spot markets are 
made by a committee of the cotton trade for each particular cotton 
market. Is that correct? 

Mr. Raper. As [ understand it, yes, but that is not our responsibil- 
ity. In the CCC we use the quoted difference from the sheets them- 
selves. For instance, the 10-day average was prepared by AMS, but 
we gave them the directions as to how we wanted the table prepared. 
They prepared the table. 

Mr. Fountarn. In the past—you might tell us how far back— 
buyers of CCC cotton were permitted to have the cotton reclassed, 
were they not? 

Mr. Rarer. As I remember, we started making loans in 1933. We 
started selling that cotton about 1939. Since that time we have sold 
cotton on both bases, on the basis of the class originally assigned to it 
that was in the catalog, and then we have allowed the buyers to have 
the cotton reclassed under other programs. 

In recent years, beginning with the 1956-57 export sales program, 
we allowed reclass of cotton. We knew the cotton had been in the 
warehouse for a considerable period and had every reason to believe 
the cotton had changed some, because cotton does change in storage. 
We also realized that the producer, in placing cotton in loan, places 
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cotton in loan with relatively the lowest value, and in redeeming cot. 
ton, cotton was redeemed having relatively the highest value, which 
means the cotton tends to be picked over or culled, if you like that 
word, and the CCC takes over the residue of the cotton. 

Mr. Fountain. Prior to 1956 did the buyer have to notify CCC a 
the time he submitted a bid that he intended to have the cotton rp. 
classified ¢ 

Mr. Rarer. We have had programs that that was true under, yes, 
Ever since 1956 we have had two programs, an unrestricted sales 
program and an export sales program. Most of the cotton was sold 
under the export sales program, and under that program he did not 
have to tell us at the time of the bid whether he wanted it reclassed, 
I believe in the 1956-57 unrestricted program he did have to tell us 
if he wanted the cotton reclassed. 

Mr. Naueuton. Under your sales programs, does the buyer have 
an opportunity to inspect the actual cotton prior to bidding on it, or 
does he have to go according to the catalog description ? 

Mr. Rarer. So far as CCC is concerned, he bids by catalog descrip. 

tion. 

Mr. Naventon. In other words, unless he has a special arrangement 
with the warehouseman where the cotton is stored, he does not have 
an opportunity to look at it 4 

Mr. Rarer. The buyers very seldom see individual bales. I do not 
see how they could, because CCC only lists, for example, 100 bales of 
Middling 1-inch cotton at this particular warehouse. We do not tell 
the bale number. If you look at cotton you look for bale numbers, 
So I do not see how buyers could ever find the individual bales rep- 
resented in the catalog. However, buyers in particular communities 
know pretty well the kind of cotton that comes in and where the cotton 
is grown, and by knowing where the cotton is grown that gives them 
some indication. 

Mr. Naveuron. So there might be some information buyers might 
have because of their familiarity with the area where the cotton comes 
from as to whether it might be equal to the standard grade or how 
much lower ¢ 

Mr. Rarer. I think there would be general knowledge but very little 
specific knowledge. 

Mr. Smirxu. Mr. Chairman. 

Mr. Fountain. Mr. Smith. 

Mr. Smiru. In this catalog did you say the grade you show was the 
grade on which the loan made to the farmer was based ? 

Mr. Rarer. That is correct. I might make this one comment. Last 
spring we had about 114 million bales of 1957 and prior crop cotton, 
some of which had been in the catalog several years, reclassified and 
put in the catalog on the basis of the reclassification. Prior to that 
none had been reclassed and put in the catalog on the basis of the 
reclassification in recent years. 

Mr. Smiru. As to this cotton that has not been reclassed, then, is it 
the custom in grading this cotton in order to determine the amount 
of loan not to grade it too high? In other words, if there is to be 
any difference it will be on the low side? 
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Mr. Rarer. In the CCC we made a loan on the basis of the classifica- 
tion of the AMS. We have nothing to do with classing it. The Ag- 
ricultural Marketing Service, Mr. Overby’s office, is responsible for 
the classification and we use the classification his som assign to it. — 

Mr. Smitu. In other words, Mr. Overby would have to answer this 
question ¢ ee 

Mr. Rarer. That is right. 

Mr. Fountatn. Prior to 1956 was the buyer required to have all 
cotton in a particular sale reclassed if he had any of it reclassed ? 

Mr. Raver. I believe that is right. I believe in 1956-57 under the 
unrestricted program he was required to do that. 

Mr. Fountarn. Were those regulations changed so that after Janu- 
ary 1, 1956, a buyer could examine the cotton before asking for a 
reclassification ¢ 

Mr. Raver. Under the export program he had that right and terms 
and conditions were developed on that basis but not under the un- 
restricted program. 

Mr. Fountain. A change was made that allowed a buyer to have 
only part of the cotton reclassed rather than all or none? 

Mr. Raver. I think it would be correct to say the program was 
developed that way. This was a new program. It is true that we 
had another program under which we did have the other requirement, 
that is right. 

Mr, Naucuron. Is it not true that the regulations as originally set 
up for this 1 million bales of cotton in 1956 were changed on instruc- 
tions transmitted to the New Orleans commodity office in a letter from 
Mr. Rhodes ¢ 

Mr. Rarer. I really do not remember. 

Mr. Naucuton. My understanding is that the program as origin- 
ally announced did provide for reclassification of all and this was 
later changed in a letter from Mr, Rhodes to the New Orleans com- 
modity office. 

Mr. Rarer. That could be. I think it was generally his opinion that 
the people who purchased the cotton were entitled to get cotton of the 
quality they were purchasing. The mechanics to do that are what we 
are talking about now. 

Mr. Naucuron. This gave the man an opportunity to go in and 
pe out, within certain limits, what bales he wanted to reclass. If he 

ught 10,000 bales, he could inspect them and if he thought half 
would be reclassed lower and half would reclassed higher, he would 
only ask to have the lower half, or the half he thought would be re- 
classed lower, reclassed ? 

Mr. Rarer. The provisions required that all cotton of one grade 
and staple in one warehouse would be considered for this purpose, 
for reclassification as one lot. 

Mr. Navcuron. So he could not pick out individual bales? 

Mr, Rarer. Only if he bought one-bale lots. 

Mr. Fountarn. Do I understand Mr. Rhodes made the decision 
to change the reclassification procedures, or who did make the decision ? 

Mr. Rarer. I am sure that was a decision that was made by the 
Department. Mr. Rhodes perhaps is the person who instructed the 
New Orleans office, but that was a Department decision. 

Mr. Fountain. Can you tell us why the change was made? 
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Mr. Rarer. I do not know that I can say more than I have already 
said. It was a desire for people to pay for the kind of cotton they 
bought. We had the mechanics, of course, of working this pro 
out: to fit into the catalog and the manner in which we were offering 
the cotton. 

Mr. Fountatn. When a purchaser makes a request for reclassifica. 
tion he receives a refund if the original classification is lowered and 
he has to pay an additional sum if it 1s raised, is that right ? 

Mr. Rarer. Yes. 

Mr. Fountarn. So if a purchaser requested reclassification after 
he had had a chance to examine the cotton, it would be a pretty good 
sign that he thought the cotton would be downgraded and he would 
receive a refund, would it not ? 

Mr. Rarer. I would think it would be a pretty good sign that he 
thought the quality of the cotton now was lower than ‘the class assigned 
to it, yes. 

Mr. Fountary. About what percentage of the cotton for which 
reclassification was requested was lowered in grade? 

Mr. Rarer. I do not know the exact figure but I believe it was 
around 85 or 90 percent. Those figures are available. 

Mr. Fountatn. Will you make those available for the record? 

Mr. Raper. Yes. 

(Mr. Raper subsequently advised that :) 

Records on 14,493,651 bales on which reclassification was requested under the 
cotton sales for export program from January 1, 1956, through February 17, 
1959, shows that 11,969,567 bales or 82.6 percent were reduced in quality. 

Mr. Fountary. I am informed by counsel—and you can correct me 
if this is not true—that total refunds have amounted to around $170 
million. Isthat true? 

Mr. Rarer. Those figures are available too, but I think that is cor- 
rect. 

(Mr. Raper subsequently advised that through May 31, 1959, re- 
funds under the cotton sales for export program of $166,582,556 had 
been made in connection with final settlements on the cotton.) 

Mr. Founrarn. Reclassification is handled by official classers who 
grade samples submitted to the classing office, is that right? 

Mr. Raper. Yes. 

Mr. Founratn. How are those samples obtained ? 

Mr. Rarer. The warehouseman draws them and sends them to the 
Board of Examiners. 

Mr. Fountain. You make that request of the warehouseman ? 

Mr. Rarer. That is right. 

Mr. Founratn. Since the classer can only grade the samples sub- 
mitted to him, what happens if an inaccurate sample is submitted? 

Mr. Rarer. Obviously the classer must class what he has. He hasa 
sample that weighs one-half pound or six ounces, half cut from each 
side of the bale, supposedly, and that is the only thing he has to grade. 

Mr. Founraty. You have to rely on the warehouseman to get the 
samples ? 

Mr. Rarer. That is right. 

Mr. Founrary. Is there any supervision by Government personnel 
over the warehouseman who actually takes the sample? 

Mr. Raver. Actually draws the sample? 





$$ 





IN 


. already 
ton they 
program 
offering 


lassifica. 
sred and 


on after 
tty good 
1e would 


| that he 
assigned 


r which 


e it was 


d? 


under the 
ruary 17, 
y. 


rrect me 
ind $170 


it is cor- 


1959, re- 
056 had 


sers who 


m to the 


v4 


ples sub- 
tted? 

He hasa 
‘om each 
to grade. 
» get the 


yersonnel 


INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 627 


Mr. Founrarn. Yes. 

Mr. Rarer. No. The CCC has approved all these warehouses and 
in the case of the warehouses that have inventory cotton they enter 
into contracts with the CCC. 

Mr. Fountain. Do you have any situations where the cotton pur- 
chaser-—— f 

Mr. Rarer. Let me go a little further. I am sure the New Orleans 
office, In connection with these contracts, checks in with the ware- 
house and satisfies itself as best it can that the warehouseman is per- 
forming the services he 1s supposed to perform under the contract in 
the way he should. But so far as the individual sample, that is a very 
detailed problem. 

Mr. Fountain. Do you have any situations or cases where the cot- 
ton purchaser may be the same person who owns the warehouse in 
which the cotton is stored ¢ 

Mr. Rarer. That could be. 

Mr. Fountarn. Do you know of any such situations? 

Mr. Rarer. I do not know of any, but I would certainly think we 
have had some because there are several merchants that do operate 
warehouses. 

Mr. Fountain. Refunds are figured on the basis of the average re- 
ported remiums and discounts on the 14 spot markets; are they not? 

Mr. Raver. That is right. 

Mr. Fountain. The average reported premiums and discounts? 

Mr. Rarer. That is right, during certain periods. 

Mr. Fountain. What are those periods ? 

Mr. Rarer. The announcement itself under which the cotton is 
sold specifically states the period that will be used. I believe it is the 
last 10 days ending on the Wednesday prior to the time the offers are 
received. The announcement contains the provision. 

Mr. Founrain. These premiums and discounts are set by commit- 
tees of the cotton trade rather than the Government; are they not? 

Mr. Raver. As I understand, that is right. Mr. Overby can give 
you as much detailed information on that as you may wish. 

Mr. Founrain. Is that true, Mr. Overby ¢ 

Mr. Oversy. Yes; that is true. 

Mr. Founrarn. Is it true the purchaser himself figures out. the re- 
fund he is entitled to on the basis of the reclassification reports show- 
ing the quality of the cotton ? 

Mr. Raper. I think that is correct. 

Mr. Fountain. I assume the Government checks his figures for 
accuracy ¢ 

Mr. Rarer. I am sure they do. 

Mr. Founrain. In submitting documents to obtain the refund, 
is the buyer required to sign any kind of voucher indicating that he 
is entitled to the claimed refund ¢ 

Mr. Rarer. I am sure he is. We are getting into New Orleans 
operations that I am not very familiar with. 

Mr. Fountain. We may have to go into that further with other 
witnesses, 

If a buyer honestly felt that the cotton actually was a higher grade 
than that assigned to it by the Government classers as a result of 
reclassification, would he still be justified in claiming a refund from 
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the Government on the basis of the lower classification assigned to 
the cotton ? 

Mr. Rarer. The announcement under which he purchases the eo}. 
ton would not prevent him from doing it. 

Mr. Naventon. Of course he also signs a voucher and makes q 
certification that he is entitled to a refund. Do you think he js 
legally justified in claiming a refund if he believes the cotton might 
be a higher quality rather than a lower quality 4 

Mr. Fountain. You may express an opinion, of course. 

Mr. Rarer. I am of the opinion that when the Government puts 
out an announcement and says that we have this cotton for sale op 
terms and conditions as that he can have any lot of cotton, meaning 
that cotton of any grade and staple in any warehouse, reclassed if he 
wishes to, there would be nothing wrong with him asking for a reclagg 
on those lots he wants reclassed and purchase the others at the ap. 
nounced price. 

Mr. Navucuton. It does not really matter what he thinks the cotton 
is because the grade set by the Government is the actual grade. 

Mr. Rarer. That is the basis on which settlement would be made. 

Mr. Navueuton. That is the only basis on which CCC ever deals 
with cotton, on the basis of Government classification grades? 

Mr. Rarer. Generally we use the Government classification ; yes, 

Mr. Navueutron. You won't take the producer’s word for what 
cotton is. I do not suppose you would take the shipper’s word for 
what cotton is as against what a Government classer’s certificate 
showed it to be, would you? 

Mr. Raper. Not at all. We have recently, as you are aware, been 
selling some cotton that has been reduced in grade on the basis of 
sample, and we have sold perhaps about 75,000 bales of this cotton 
that was reclassed, of the 1957 and prior crops, on the basis of sample 
where we place the samples on tables and people came in and looked 
at them and then we sold the cotton on the basis of samples. 

Mr. Navenrton. Of course this is an exception, where you have 
some very low quality cotton. ; 

Mr. Raper. Special condition cotton. 

Mr. Naueuton. It probably does not even fit into the normal grades 
for cotton, does it ? 

Mr. Rarer. That is why we sell it that way. This type of cotton 
is not normally thought of as merchantable cotton, cotton that can be 
described adequately on the basis of the standards. 

The purchasers of this kind of cotton want the samples to look 
at to see the kind of cotton they are getting. That kind of cotton 
goes into special uses, 

For some uses they use the cotton with certain characteristics, for 
other uses they need other characteristics. 

Mr. Naueuton. Normally when you sell or buy cotton on descrip- 
tion or have other dealings in cotton on description you are not inter- 
ested in what the gentleman who has a financial interest in that cotton 
claims it is. You are interested in what the Government classers 
class it to be. 

Mr. Rarer. The Government class is what we use in making loans 
on cotton, that is correct. 
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Mr. Naventon. As a matter of fact, you have no alternative because 
the statute makes it binding upon purchasers of cotton in the United 
States. 

Mr. Raver. I am not sure on that one. 

Mr. Corrman. My name is Claude Coffman. 
fore in the hearing. 

Mr. Naughton, I do not agree with your conclusion at all. 

Mr. Naucuton. I am not sure just which conclusion you are re- 
ferring to. Which one don’t you agree with ? if. 

Mr. CorrMan. In your question I believe you expressed the opinion 
that the CCC has no alternative as I understood you. 

Mr. Fountain. Restate your question, Mr. Naughton. 

Mr. Naventon. Well, I do not think I said exactly that. We 
talked about this exception, where CCC is selling cotton on sample 
which does not fit within the normal grades. 

I am not suggesting that CCC cannot deal in cotton in terms of 
samples. I am suggesting that when it deals with cotton in terms 
of the description, that it cannot deal on the basis of what someone 
claims to think that cotton is, if it is informed and knows about a 
Government classer’s certificate upon that cotton, which shows an- 
other grade. 

Mr. CorrMan. That may be, but I am not prepared to accept that as 
a final answer. I am not sure what you mean by that. 

Mr. Rarer. On this same line we now have a program for 1959 on 
choice A cotton, cotton that can be kept for sale by local sales agents. 

We have two or three methods under which that cotton can be sold 
by our local sales agent. One of them is that he shows samples and 
if he shows samples we do not have a provision that he has to tell 
anybody the grade and staple of the cotton the Government classers 
assign to it. It is true, however, that the minimum price at which 
our sales agent can sell the cotton is based on the grade and staple 
of the cotton assigned to it by the Government. 

Mr. Nauenton. Let me see if I can simplify this. Mr. Raper, from 
your own operations in the cotton trade as an official of the CCC if 
someone were to tell you that cotton is Strict Middling inch and 
you knew that the latest Government classer’s certificate on that 
cotton was Low Middling seven-eighths, would you take his word 
for it and give him a loan or have any other transaction with him on 
the basis of Strict Middling inch ? 

Mr. Raper. As I indicated earlier, we have a program and regula- 
tions spelled out under which we operate these programs. One of 
the provisions is that we will make a loan in any particular ware- 
house on the particular grade and staple at the rates shown in the 
schedule. The only grade and staple we recognize is the one that has 
been assigned to it by the Board of Cotton Examiners. 

Mr. Naveuron. I think if you were to deal with people on the basis 
of what they said their cotton is worth that the producers would be 
onto you right away and you would have a lot of very high quality 
cotton coming in next year. 

Mr. Rarer. No question about that. As a matter of fact, back in 
1937 we had some experience that caused us to switch to the procedure 
that we have followed since then, as was indicated earlier by Mr. 


Overby. 
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Mr. Naventon. Since 1956 I believe CCC has sold some 16 or 17 
million bales of cotton. The great majority of this was reclagged 
The majority that was reclassed was lowered in grade. 

Out of all of those millions of bales do you know of any instance 
in which a purchaser ever declined to accept a refund because he 
thought the Government classers were erroneously grading cotton too 
low and it really was a higher class? 

Mr. Rarer. No. 

Mr. Fountain. Mr. Langen? 

Mr. LAnGEN. No questions. 

Mr. Founrarn. Mr. Smith? 

Mr. Smiru. No questions. 

Mr. Fountarn. Mr. Raper, I believe we will excuse you at this 
time. I think we will probably have a few more questions we would 
like to ask Mr. Overby. We will recall you if we need you. 

Thank you very much. 

Mr. Overby. 

Mr. Overby, I wonder if you would describe briefly the methods 
used by AMS classers in reclassing cotton ? 

Mr. Oversy. Yes. 

I wonder if I could fill the record in on one question that Mr, 
Smith asked a little earlier, indicating that we, in classing cotton for 
farmers, tend to class it very hard so we would not lend too much 
money. 

Mr. Fountarn. Go right ahead. 

Mr. Oversy. Wehave nosuch practice as that at all. 

Mr. Smirn. You would never class it better than what it is? 

Mr. Oversy. We try to class only one way in any program. We 
try to class it as close to the standards as we can. We think the 
farmer has just as much right to have a full class on that as the mer- 
chant has to have a hard class. We sometimes say we get pressures 
from both sides on how this cotton should be classed. 

Mr. Founratn. Sure you do. 

Mr. Oversy. Perhaps the only way a bureaucrat stands upright is 
to have equalized pressures on both sides. 

Mr. SmiruH. What about weights ¢ 

Mr. Oversy. That is separate. 

Mr. Smirx. What about shrinkage? Is that taken into considera- 
tion ? 

Mr. Oversy. It is weighed at the time. CCC loans are based on 
weights going into the warehouse at the time they go in. 

Mr. Smiru. And the grade at that time? 

Mr. Oversy. Yes,sir. Wehaveso much problem with this, whether 
we class hard for one program and easy for another that I did not 
like the record to stand without an explanation. 

Mr. Smiru. You have in the catalog a particular grade on cotton. 
It is not very apt to be a lower grade than that, is it? 

Mr. Oversy. Well, we find in reclassing any lot of cotton that if it 
is very well classed cotton you might well find, say, 70 or 80 percent 
of it repeated and maybe 10 percent up and 10 percent down or equal- 
ized because it is certainly subject to this much human variation. 

Mr. Founrarn. There isalways a chance of human error. 
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Mr. Oversy. Yes, plus the lapse of time which changes the quality 
in storage. 

Mr. Fountarn. I will repeat my question for the record. Will 
you describe briefly the methods used by AMS classers in reclassing 
cotton ? 

Mr. Oversy. Just the reclass or the classification procedure gen- 
erally ¢ a 

Do you mean the million bales we did last year ? 

Mr. Fountain. Reclassing. It is generally the same thing, is it 
not ! 

Mr. Oversy. Yes. It is approximately the same thing. We re- 
ceive the samples from warehouses as ordered out by the New Orleans 
office of CCC. 

This work is done in four of our offices where we could give it a 
little more supervision in the off season. We did the work in Atlanta, 
Memphis, Little Rock, and Lubbock, Tex. There were about a mil- 
lion and a quarter bales, I think, classed during April, May, and June. 

We had samples of this cotton that came directly from the ware- 
house. We had no information at all on the original class of that 
cotton. Wenever do when we are classing it. 

We took care to supervise the classing by taking samples from each 
classer and those were gone over by some of our best qualified class- 
ers throughout the belt who were brought in these four offices, 

Do you have any particular question on this? 

Mr. Fountain. I just wanted that general procedure. 

What is the explanation for the tremendous amount of refunds, 
around $170 million, I believe, that were made as a result of catalog 
grades being lowered on reclass ¢ 

Mr. Oversy. We have done a lot of explaining of this to various 
appropriations committees and other agencies of Government. 

Mr. Fountain. Lam sure you have. 

Mr. Oversy. We think there is a fairly good explanation of why 
this cotton would be classed lower when it comes out of the catalog 
than when it went in. 

We think a very large portion of it is due to change in color from 
remaining in storage for several years. ‘This has been a matter that 
has been of great interest to the trade and to ourselves. We have 
been studying the change in color for some 25 or 30 years in the De- 
partment, and just recently we have made some tests in storage under 
various conditions which I would like to show you, Mr. Chairman, if 
Imay bring a box forward here. 

I have a box of standard cotton that we stored under different con- 
ditions of humidity and temperature over a 2-year period and without 
being an expert at all, you can see what happens to cotton under dif- 
ference sbnilitions of humidity and temperature. Actually, one of the 
most important value factors in cotton is the color and when color 
changes it loses value very fast. 

The $170 million, if it were evenly broken down, means about a half 
a grade for the whole amount of cotton that was sold. It does not 
sound nearly as bad that way as $170 million. Mr. Rademaker can 
tell you very well what these are. 

Mr. Fountarn. Will you endeavor to describe that in such a way 
that the record will make it clear? 
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I say that because I have had occasion to examine some cotton be. 
fore and I think I have a general idea as to what happens but I would 
like for the record to make it as clear as possible. 

Mr. Rapemaxer. This originally was Strict Middling cotton. The 
center row is 3 years old. The center row was stored under 50 per- 
cent humidity and 50 degrees temperature; the bottom, 100 degrees 
temperature, 90 percent humidity, the top one, 100 degrees and 50 per. 
cent humidity. The change of the bottom row from the center row 
in terms of value was about $80 a bale. 

Mr. Founrarn. Will you describe, if you can, the colors of the three 
rows ? 

Mr. Rapemaxker. Yes, sir. Center row Strict Middling White, to 
row Strict Middling Spotted and Tinge, bottom row Strict Middling 
Yellow Stained. 

Mr. Oversy. The middle row remains approximately the same as 
it was when it went into the box 3 years ago—Strict Middling, 

This one under 100 degrees temperature and 50 percent relative 
humidity colored up to a Strict Middling Tinge. 

The bottom row, which had high humidity and high temperature 
became very dark in color and is now a Strict Middling Yellow 
Stain. The relative value changed. We put this on the color chart 
to show the bale was worth $181 to start with, and when it got down 
to Middling Tinge like the top row, it was worth $121. 

When it got down like the row at the bottom, it is worth $104 at 
the current loan rates. We brought that in. We have had lots of 
diagrams, lots of laboratory charts, et cetera. We were satisfied with 
them before but this shows it particularly. This is the kind of cotton 
that mills do not want for certain purposes. They cannot use it. I 
refer to the lower row here, the stained cotton. It cannot be used 
to make the kind of shirts that you would like to wear and various 
other bleached products. 

Mr. Smiru. When was this experiment made? 

Mr. Oversy. We took them out of storage, I think, in spring. This 
is abnormal conditions, 100 degrees of temperature and 90 percent 
relative humidity. I think that refrigeration unit wore out in a year. 
It illustrates the problems we have had in shipping standards around 
the world. 

We ship standards to Bombay, one of the signatories to our agree- 
ment. They never want them shipped until after the monsoon sea- 
son. They never want them shipped during the summer at all. We 
have to wait until fall. We know under certain port storage condi- 
tions things do change. 

Mr. Founrartn. What part of the bale are the samples extracted 
from ? 

Mr. Oversy. When we make standards, we buy a bale that is un- 
form all through. We test it throughout the bale. I think these were 
just samples from a standard bale. 

We make samples out of the whole bale, Mr. Chairman. 

Mr. RapemakeEr. Official samples. 

Mr. Oversy. Maybe I should draw the conclusion from that: If 
on each of the approximately 12 million bales sold from CCC stocks 
there were about a half-a-grade change, a color change, Strict Mid- 
dling to Strict Middling Spotted, which is not quite as much as that 


ON 


otton be- 
I would 


on. The 
r 50 per- 
) degrees 
d 50 per- 


nter row 
the three 


‘hite, top 
Middling 


+ Same as 
ng. 


, relative 


perature 
r Yellow 
lor chart 
rot down 


1 $104 at 
d lots of 
fied with 
of cotton 
use it. I 
> be used 
1 various 


ng. This 
) percent 
in a year. 
ls around 


ur agree- 
soon sea- 
all. We 
re condi- 


extracted 


at is uni- 
hese were 


that: If 
XC stocks 
rict. Mid- 
h as that 


INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 633 


top row in the box, it would account for a large portion of the $170 
million loss over this period of sales, about 3 to 4 years. 

Mr. Founrarn. Then you think cotton actually had become a lower 
rade while in storage? 

Mr. Oversy. Yes, sir. 

Mr. Founratn. Do you think it is also possible that the classers 
may have erroneously graded cotton too low when it actually was 

igher grade ? 

4 OvERBY. Certainly it is possible. I do not think any of our 
classers had an interest in doing it. I do not mean to say there aren’t 
some mistakes, both when the cotton went in originally and when it 
came out because it was a tremendous volume of work and you get 
a sample from a bale; in the first place it may or may not represent 
the bale but again, it is a matter that is very easy to make mist akes 
on. There wouldn’t be so much argument in the cotton trade if it 
weren't relatively easy to make mistakes. 

Mr. Naventon. Do you think in reclassing the cotton some bales 
may have been graded too high rather than too low? 

Mr. Oversy. Yes. 

Mr. Naventon. Would these mistakes tend to balance each other 
out ? . 

Mr. Overy. I think the mistakes might, but that does not mean you 
would not have a net drop in the quality of cotton. 

Mr. Navucuron. That is because of the deterioration of quality 
of cotton in storage? 

Mr. Oversy. I do not think that would balance out anyway. 

Mr. Founratn. It would depend upon the quantity involved in 
each instance, wouldn’t it? 

Mr. Oversy. The shipper had a right of selection here, at least 
by lots, in all of these programs. He is a good judge of cotton. He 
buys cotton. He buys cotton Strict Middling inch and he gets one 
set of samples. If he thinks the cotton is of lower grade he orders 
a set of samples to our classing office for claim purposes. He gets 
returns from us. He looks at his samples and if he says, “I think 
it is lower than that,” he can send it back and appeal. He does not 
have to ask for reclassing, or claim classing, on cotton that he thinks 
is low enough. 

Mr. Naveuron. I recognize there is this culling process. What I 
am speaking of now is the actual samples that are graded. Would 
you say the samples that are graded for classification purposes, the 
mistakes in grading too high would tend to balance out the mistakes 
in grading too low, so that you would wind up with approximately a 
net figure which is pretty accurate, on the basis of samples that 
you have? 

Mr. Oversy. May I answer this way: I and my chief assistants 
spend all our time during the program trying to make that come out 
right. 

We hope that is what it is. That is what we are trying to do all 
the time—keep a man from getting too hard or too easy. To the ex- 
tent we are successful, the net result is the kind of balance between 


“ups” and “downs” that you mention. We feel that we are fairly 
successful at this. 
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Mr. Navenron. I take it there is some margin for error. Yoy 
would say the great bulk of the $170 million in refunds was actually 
due to change in classification of cotton rather than mistakes jp 
samples ? 

Mr. Oversy. I have no question about that at all. 

Mr. Founratn. Cotton sometimes varies in quality in a single bale? 

Mr. Oversy. Yes, sir. 

Mr. Fountarn. The same classer might sometimes class the same 
bale a little differently one time than he would another; is that right? 

Mr. Oversy. Yes. There is a high value difference in qualities that 
are very close together, so close together than expert classers wil] 
argue as to whether it is light spotted or whether it is not light 
spotted. 

oe might be a slight variation in color but a big variation jn 
value. 

Mr. Founrarn. I think Mr. Naughton touched upon this, 

Would you say these variations which we have been discussing are 
so great that they tend to make classing certificates relatively meaning- 
less or do these variations tend to balance out so that, on the whole, 
classing certificates are a pretty good measure of the actual quality 
of cotton? . 

Mr. Oversy. We think they are a very good measure of the actual 
quality. 

Mr. Fountain. Instead of “pretty good,” you would say “very 
good” ? 

Mr. Oversy. As good as we have. It is the basis for all commercial 
transactions around the world. There are other measures, but they 
are expensive and slow. 

Mr. Founrarn. A lot of study has been made in the laboratories and 
put forth in an effort to get this thing as nearly right as possible! 

Mr. Oversy. Yes. The disagreements we have are often because of 
financial interests. If I am selling you a bale of cotton, I naturally 
look at it with a brighter eye than you might. You are buying. I 
think the members of the trade with whom we have to disagree a 
great deal and have to disappoint many times, would agree generally 
that we have well-qualified classers and that the classing as a whole 
that. we do is certainly mostly representative of the value of these 
bales. 

Mr. Fountarn. In other words, you feel that the cotton trade itself 
considers Federal grading certificates to be objective and reliable! 

Mr. Oversy. Yes. I think so. 

Mr. Founrarn. Do you think it is very likely that any substantia! 
number of cotton firms ask to have cotton reclassed when they honestly 
thought it was equal to or better than the catalog grade, on the theory 
that the Government classers would consistently undergrade the cotton 
and they would get a refund anyway ? 

Mr. Oversy. No; I do not. I think their attitude is a matter of 
judgment of whether the cotton would be classed lower the second 
time it was classed. 

Maybe from their experience they would feel one of our boards that 
handled this particular cotton would be harder than their own ideas 
of cotton. They may feel that. 

Mr. Founrain. If they do not, they will be an exception, won't 
they ? 
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“Mr. Oversy. If they do not, they won’t send it back to us.’ _ 

Mr. Naventron. Mr. Overby, isn’t the major reason for asking for 
yeclassification the fact that they actually think it is a lower grade 
and must be so classified and the grade will be accurate? __ 

Mr. Oversy. Yes. They think it is and they think we will probably 
call it that, I believe. ’ , 

Mr. Founrain. The General Accounting Office has traced a num- 
ber of bales of cotton sold by CCC and financed by CCC for export 
under title I of Public Law 480 and CCC paid out substantial refunds 
on a number of bales of cotton which were later financed on the basis 
of grade, which was substantially higher than the reclassed grade 
and in many cases were even higher than the catalog class. 

What is your opinion as to whether or not this is proof that your 
classers reclassed this cotton too low, or is there some other possible 
explanation / 

Mr. Oversy. I think there is some other possible explanation, and 
it is not too uncommon. There is no requirement that a buyer, who 
has his claim settled with CCC, use the classification that has been 
placed on that cotton when he exports it. ‘There is no law or regula- 
tion that I know of. In the cotton trade, people usually try to know 
thei: customers, and they know what a mill or a foreign buyer will 
aecept when they offer to buy Middling cotton or Strict Middling 
cotton. If they find a mill that is rather liberal in their acceptance— 
I mean rather easy, not too particular—they will probably sell cotton 
to him cheaper than they will one that is very hard to ship to. It is 
really a matter of price, I think. What you are saying is we put 
Middling cotton into the loan and take it out as Middling Spotted 
probably because it has a slight color, and we will call that cotton 
spotted if it has any more color than the white box. It may have 
just a very small amount and we still, classing on our standards, have 
to call that cotton spotted. It does not mean that somebody might 
not tolerate that color and accept it as white for the right price. 

Mr. Smiru. Can’t you change the color of the box ? 

Mr. Oversy. No; that is the only purpose of the standard, to have 
a guide. If the bale has more color than this box, it goes to the next 
lower grade. He may have a mill that is willing to accept that much 
color, especially if he gets it a hundred points or 200 points lower in 
price. He may still call it Middling cotton, you see. I think that 
explains a good many of these. 

Mr. Founratn. Is it true that it is fairly common practice in the 
cotton trade when Federal grade certificates are not used for a shipper 
to describe his cotton as a higher quality than the Federal classer 
would be likely to assign to that cotton ? 

Mr. Oversy. It is certainly relatively common, yes. I think that 
istrue. I think it is an old custom that still exists in many places. It 
isvery dangerous if you are buying on description and somebody goes 
to arbitration. 

Mr. Founraty. In some cases I am told that quality claims have 
been made by importers perhaps on the basis of arbitration, and re- 
funds have been made on account of quality deficiencies. 

However, such refunds have usually been far smaller than would 
have apparently been justified on the basis of the reclass grades. If 
the reclass grades were accurate, can you offer any explanation as to 
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why the arbitration procedures did not result in larger refunds for 
quality deficiencies ? 

Mr. Oversy. Well, Mr. Chairman, it is hard to answer that in the 
abstract. Like the cotton classers always say, I hate to class cotton 
without having any cotton before me but it is certainly possible that 
some of the arbitration boards may be slightly more tolerant in ae. 
cepting cotton of a particular grade. They may not be quite as hard 
on them. I think some of the foreign arbitration boards are not quite 
as exacting on grade or staple as for example the arbitration boards 
that exist in this country between the mills and shippers, which js 
usually considered—at least my shipper friends always tell me it jg 
a very hard board. It is not a Government board, I would like to add, 

Mr. Nauenton. May I ask a question ? 

Mr. Fountain. Mr. Naughton ? 

Mr. Naveuron. Mr. Overby, there are representatives of the ship- 
pers on. the foreign arbitration boards, are there not, U.S. shippers? 

Mr. Oversy. On several of the boards in Europe and in Japan, the 
American Cotton Shippers Association has their own delegate, their 
own representative stationed in the market and he is a member of 
the arbitration board or the appeal board in that market. 

The arbitration boards are usually made up of representatives of 
shippers, importers, and spinners in each market. Some of those 
importers in different countries do represent American firms, yes. Is 
that what you mean ? 

Mr. Naventon. Yes. 

Mr. Oversy. Yes. Many of them are connected with or represent 
American firms in these markets, Liverpool, Bremen, Milan, and so 
forth. 

Mr. Navucuton. Is it a general belief in the trade that. some foreign 
buyers, perhaps not all, but many foreign buyers and perhaps par- 
ticularly in countries which are somewhat unsophisticated in their 
buying practices are much easier in accepting grades than a U.S. mill 
might be ? 

Mr. Oversy. The shipment of cotton is a business of technicians and 
it is certainly true if they do not have technicians well trained in 
the intricacies of determining grade and staple that they are not ina 
very good position to protect themselves. As evidence of this some 
of the programs for Government shipments to countries like Korea 
and the Philippines and Siam, the programs require that they buy 
cotton under Government certificate. 

Mr. Naveuton. Is there also this situation sometimes, that a 
buyer let’s say, in a foreign country, might make a contract call- 
ing for middling inch and actually he is only getting strict low 
middling inch shipped and he knows this but he has a low price 
for middling inch so that he may go to his mill, the mill that he 
is representing and say, “Look, what a good price I got you on 
middling inch.” 

Mr. Oversy. Yes. I think that has been traditional with im- 
porters and buyers, yes. 

Mr. Naueuron. And in the United States, when sometimes various 
mills may make arrangements with their shippers where they will 
call cotton middling inch and perhaps strict low is being delivered, 
in most instances aren’t the buyer and the seller both aware that 
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this cotton that is being shipped is not middling in terms of the Fed- 
eral standards, and the price would be a little lower? 

Mr. Oversy. Yes. It is a dangerous practice to do that as many 
shippers know. . 

Mr. Naveuton. There seems to be a classic story in the trade about 
the mill which made a contract for its requirements under those 
conditions and then the buyer died. Do you know anything about 
that? I wonder if you would tell us. 

Mr. Oversy. Yes. I have heard that story. The buyer died and 
the shipper had a lot of cotton sold forward to him and it was sold 
probably a grade higher or described a grade higher than he in- 
tended to ship or had shipped in the past and he was at the mercy 
of the successor. The man that told me about it said he had to lay 
the cards on the table and say, “Here is the situation.” It can very 
easily happen, as you can see. I do not say that the danger of 
this precludes its ever being done. 

Mr. Naventon. Are there also some stories that sometimes mills 
may want to have contracts for middling and accept strict low mid- 
dling and pay for strict low middling so they are in position to 
show their eventual customer the invoice which says middling and 
imply that they are putting better cotton into the fabric than 
actually is going in 4 

Mr. Oversy. I do not know of any such case, but certainly it is 
not unreasonable, if a person wanted to use his raw cotton invoices 
for that purpose. 

Mr. Naueuton. I am not saying this is widespread. It occurs 
tome as a possible motive for engaging in this type of transaction. 

Mr. Oversy. Yes. 

Mr. Fountarn. I asked you the question a few moments ago about 
the situation where the shipper may describe his cotton as a higher 
quality than the Federal classer would be likely to assign to that 
cotton. Is it also true that the buyer of such cotton may be well 
aware that it is not up to Federal standards for the kind and grade 
but he has no objection because the price he is paying is appropriate 
for the grade actually being shipped ? 

Mr. Oversy. Well, I think that is true. I think that is why we 
have discrepancies in your quality and your price. They are really 
tied together and unless you have both factors you cannot judge 
that there is anything wrong with the trades, except that they have 
used the wrong terms. 

Mr. Naveuton. In other words, the mills describe their cotton in 
terms of quality and price but the Federal classer described it only 
in terms of quality because they are not interested in price and they 
have no dealings with price? 

Mr. Oversy. That is right. 

Mr. Naucuton. We had some discussion of the premiums and dis- 
counts upon which settlements are made on reclassification. As I 
understand it, those are not determined by the Government itself. 
They are reported by the Agricultural Marketing Service but they 
are determined by committees of the trade at the 14 spot markets. 

Could you describe for us how that is done ? 

Mr. Oversy. Yes. Those actually stem from the Cotton Futures 
Act and the committees were originally set up for the purpose of de- 
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termining the values for qualities other than the base quality traded 
on the futures exchanges. 

For example, if you would buy a hundred bales of cotton on the 
futures exchange, the price you quote is for Middling inch cotton but 
the cotton you receive may be half a dozen other qualities and there 
has to be some way at settlement date to determine just how, or what 
you will pay for each of these qualities. The Cotton Futures Act says 
that the Secretary of Agriculture shall name certain bona fide spot 
cotton markets where they have actual transactions in cotton and 
where you can establish the values for different qualities of cotton, 
These markets are authorized to sit down as a trade committee and put 
out quotations for that market each day. 

They are committees appointed by the exchange. We have some 
supervision of the markets. We keep a man traveling between them 
all the time, to try to see that they do not get too far out of line. 

Sometimes we are more successful than others. 

Mr. SmirH. You mean an arbitration board sets the trade, then 
the price is set by this committee ? 

Mr. Oversy. No. This is the price. For example, in the Memphis 
market they will say Strict Middling inch is worth so much today, Low 
Middling seven-eighths is worth so much and say all of these four or 
five hundred combinations of quality are worth some precise figure 
on this day. It is largely a matter of collecting the information on 
the transactions and using their judgment for those qualities which 
are not actually traded on that particular day. 

Mr. Naucuron. There are so many different qualities and combina- 
tions of qualities of cotton that there would not be any of these mar- 
kets where they would have actual transactions in every quality on 
any particular period. 

Mr. Oversy. That is right. You never have any market that has 
all of them. 

Mr. Naventon. So what happens then is the committee at this par- 
ticular market has a meeting and they decide what they think the 
price of that particular grade should be if there were any transac- 
tions ? 

Mr. Oversy. Here is the kind of sheet we publish daily. This is 
one that is more comprehensive. The one that comes out weekly gives 
each quality and each market on that date as reported by this com- 
mittee. 

Mr. Navueuron. This should represent their report as to actual 
prices where there have been actual transactions and their judgment 
of what they think the price should have been for particular quali- 
ties where there have been no transactions ? 

Mr. Oversy. Yes, sir. We have regulations to guide these com- 
mittees, however, and they are required to follow these rules. 

Mr. Navucuton. These are averaged for the 14 markets. This is 
used by the Government in determining how much of a refund a 
buyer gets on cotton that he has reclassed because it is low quality! 

Mr. Oversy. Yes, that is right. They are used for lots of purposes. 
In fact, they are getting so many things, loans, claims, and so forth, 
hung on them that it raises a question whether they will carry the 
weight. 








N 
traded 


on the 
ton but 
d there 
r what 
et Says 
le spot 
on and 
cotton, 
ind put 


e some 
n them 
line, 


e, then 


emphis 
Ly, Low 
four or 
> figure 
tion on 


> which 


mbina- 
se mar- 
lity on 


hat has 


his par- 
ink the 
ransac- 


This is 
ly gives 
1s com- 


- actual 
dgment 
r quali- 


se com- 
les. 

This is 
fund a 
juality ! 
irposes. 
o forth, 
rry the 


INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 639 


Mr. NAUGHTON. There might be a question as to whether the re- 
ported premiums and discounts i in all cases actually reflect the true 
values of cotton ¢ 

Mr. Oversy. There could be. 

Mr. NavUGHTON. Yet, in effect, to some extent, by using this sys- 
tem—and it is the only one you have to use—the trade themselves 
through these committees are, to a certain degree, establishing the 
price ‘at which you settle on your own sales. In ‘other words, the 
size of refunds that you pay on particular grades? 

Mr. Oversy. Yes. They make the quotations. 

Mr. Navenron. In the box of cotton standards that you showed 
us you indicated for example that, I think there was something like 
an $80 a bale discount on the colored varieties and some very sub- 
stantial discounts. ‘The reasons why there were such substantial 
discounts because of this color is because the committees of the trade 
at the various spot markets reported that either they knew of trans- 
actions where this had occurred or in their judgment they thought 
there should be these tremendous discounts on these particular quali- 
ties; is that correct ? 

Mr. Overny. Yes. Certainly one of those is correct. I think the 
latter, that they thought that is what they were worth. In general, 
most of the time that is true, I think. These committees do a tremen- 
dous amount of work and they are people of great knowledge and 
I think generally of great integrity. As you point out, at this time 
we are asking them to doa job w hich sets the value on the commodit y 
which they are having transactions in. 

Mr. Navcuron. Some of these people who are reporting the 
transactions and therefore setting the price are some of the same 
firms which are buying cotton from CCC? 

Mr. Oversy. Undoubtedly. 

Mr. Naueuton. As a matter of fact, most of them probably would 
be? 

Mr. Oversy. I expect that is right. 

Mr. Navueuron. In your observations of the reported premiums 
and discounts, at the time when CCC first started selling large quan- 
tities of fairly low quality cotton in January of 1956, did you 1 observe 
that the discounts for these grades of cotton suddenly because quite 
a bit larger? 

Mr. Oversy. Yes. There was a general trend in that direction. 
Of course, there was a tremendous amount of low-grade cotton 
dumped on the market, you must remember. We dumped a million 
bales of low-grade cotton on the market besides the crop that year 
and then right after that we opened up the catalog which brought 
out a lot more cotton that had been in storage a long time. The fact 
that you had widening of those discounts does not mean that some- 
body was doing something wrong; not necessarily. 

Mr. Naventon. Not necessarily. It may have been that it was 
kind of a vicious circle where CCC put more cotton on the market ? 

Mr. Oversy. Yes. 

Mr. Naventon. The cotton trade with maybe a little psychological 
factor working on them, because they were buyi ing some of this cotton, 


figured it was not worth too much and this depressed it further, et 
cetera. 
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Then it may be that one of the reasons why there was such a great 
amount of refunds—$170 million—is because of the increasing size 
of the discounts on the lower grade cotton? 

Mr. Oversy. That undoubtedly had its effect. 

Mr. Fountain. Thank you very much, Mr. Overby. 

We shall now hear from Mr. Wirin. 

Mr. Wirin, it is good to see you again. Will you please identify 
yourself for the record, sir? 5 


FURTHER TESTIMONY OF HARRY B. WIRIN, ASSISTANT T0 
THE DIRECTOR, FISCAL DIVISION, COMMODITY STABILIZATION 
SERVICE 


Mr. Wirin. My name is Harry B. Wirin, assistant to the Director, 
Fiscal Division, Commodity Stabilization Service, Department of 
Agriculture. 

Mr. FounraIN. Do you solemnly swear that the evidence you are 
about to give during the course of these hearings will be the truth, 
the whole truth, and nothing but the truth, so help you, God? 

Mr. Wirin. Yes, sir; I do. 

Mr. Founrarn. I believe Mr. Naughton has some questions he 
would like to ask at this time. 

Mr. Naveuton. Mr. Wirin, I wonder if you could briefly describe 
for us the role of the Fiscal Division, particularly as compared with 
the manner in which the operating people carry on their duties? 

Mr. Wir. We are concerned primarily with the fiscal aspects of 
the program, the obtainment and collection of funds, the handling of 
claims and serve as advisers and consultants to the commodity experts 
on their programs. 

Mr. Navucuron. In other words, you handle the cash rather than 
setting up the regulations for the various programs except where 
the manner of payments may be involved? 

Mr. Wirt. Yes; we participate with the commodity divisions and 
the commodity experts in the development of a program with respect 
to the fiscal implications. 

Mr. Naucutron. You do not decide whether to sell cotton or not, 
but if it is sold, you make sure it is paid for? 

Mr. Wren. That is right, sir. 

Mr. Naveuron. As I understand it, payments made and financing 
transactions under title I of Public Law 480 are made from CCC funds 
and then later an appropriation is made to reimburse CCC for the 
amounts that have been expended in financing title I transactions! 

Am I correct on that? 

Mr. Wir. That is true. 

Mr. Navueuron. So that to the extent that you might spend an 
additional dollar that you did not have to spend to finance a title I 
transaction, that would be one more dollar that the taxpayer would 
have to put up in the form of an appropriation 4 

Mr. Wirt. That is true. Just one moment, Mr. Naughton: 

As a general statement we do obtain reimbursement from C ongress 
for the cost of financing our title I, Public Law 480 programs. Public 
Law 480 specifically provides, however, that the Commodity Credit 
Corporation will receive as reimbursement from Congress not only 
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the cost of financing, but its investment cost in the commodities which 
are made available. So, in some cases it involves both. In other cases 
where we finance private stocks it will be just the cost of financing. 

Mr. Naventon. The point I was making is that if through an 
overcharge someone gets you to pay out more in financing a transac- 
tion than you should under the regulations or under the way the 
program was set up, this is a dollar that the taxpayers have to put up. 

Mr. Wirtn. We would take that position although it might be our 
view that because the legislation provides a maximum amount by 
which CCC could get reimbursed that the total amount of the tax- 
payers’ moneys that would be used is set by Congress and, in effect, 
we would be obtaining the savings you are talking about by exporting 
more commodities rather than saving a dollar, but we would be 
interested in that. 

Mr. Naveuron. But since you never collect quite up to the maxi- 
mum anyway, it is likely that any amounts wasted would be addi- 
tional dollars ? 

Mr. Wirrn. I do not want to argue the point, but the legislation 
provides that any shortfalls in previous programs are added to the 
current appropriation. 

Mr. Naveuron. Section 102(b) of title I of Public Law 480 pro- 
vides as follows: 

In order to facilitate and maximize the use of private channels of trade in 
carrying out agreements entered into pursuant to this act, the President may 
under such regulations and subject to such safeguards as he deems appropriate, 
provide for the issuance of letters of commitment against funds or guarantees 
of funds supplied by the Commodity Credit Corporation, and for this purpose 
accounts may be established on the books of any department, agency, or estab- 
lishment of the Government, or on terms and conditions approved by the Secre- 
tary of the Treasury in banking institutions in the United States. Such letters 
of commitment when issued shall constitute obligations of the United States 
and moneys due or to become due thereunder shall be assignable through the 
assignment of the Claims Act of 1940. Expenditure of funds which have 
been made available through accounts so established shall be accounted for on 
standard documentation required for expenditures of Government funds. 


Now, as I understand it, you have two different methods of account- 
ing that may be required in connection with the funds that are ex- 
pended. One is for appropriated funds which are spent in the normal 
Government manner, and where you have all the legal safeguards of 
Government accounting. The other is for transactions of the Com- 
modity Credit Corporation under which a slightly different system of 
accounting is provided in that you do not have perhaps as much of 
the detailed accounting as you do on the other transaction; is that 
correct ¢ 

Mr. Wirin. That is generally true. With respect to differentiating 
between the Government Accounting Office’s review of corporate 
transactions as against appropriated funds transactions, it istrue. It 
could be argued, however, that now the General Accounting Office has 
onsite audits and is working directly with the agencies and, perhaps, 
gives closer scrutiny to expenditures whichever way they are made. 

With respect to your statement about the use of corporate funds in 
obtaining reimbursement from Congress, in the case of appropriated 
funds the moneys are made available in advance and set aside for 
specific purposes and they can only be spent for those purposes. In 
the case of the Commodity Credit Corporation and other Federal 
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corporations they have broad grants of power because there js 
need for them to function with a wide degree of latitude and disere. 
tion to take care of immediate transactions that may come up, and 
immediate needs. The program changes, and it is a very large pro- 
gram. It changes from day to day. The Congress, therefore, has 
authorized the C ommodity Credit Corporation to borrow funds froan 
the Treasury and from the open marketplace. After there has been 
an impairment in the capital structure of the Commodity Credit 
Corporation as a result of carrying out its programs aui horized by 
law, the Congress will reimburse for losses and for expenses which 
will restore the capital impairment. 

Mr. Naveuton. As I understand it, on these title I financing opera- 
tions you are now using the same type of accounting that you use on 
regular Commodity Credit Corporation transactions / 

Mr. Wii. That is true. 

Mr. Naucuron. In view of the language of section 102(b) hi ave you 
ever had a legal opinion as to whether the intention of C ongress in 
that section was to have these financing transactions acc ounted for as 
regular expenditures in the corporation manner ¢ 

Mr. 7 in. Not to my knowledge, we have not. 

Mr. Nauguton. It is your opinion, I assume, that the present 
method is authorized although you have never had a legal opinion 
on it? 

Mr. Wirry. Yes; that is right. My understanding and my recol- 
lection of this provision is that at the time Public Law 480 was 
enacted it was not known which agency of the Government would 
carry out the program. You w ill recall that the ICA—the old 
Foreign Operations Administration—at that time was administering 
the program for sale of agricultural commodities for foreign cur- 
rencies under section 402 of the Mutual Secur ity Act, and this pro- 
gram could very well have been turned over to that agency. It was 
not until much time had gone by that the delegation was given to the 
Department of Agr iculture to c: rry out this program. This language 
was intended, as I understand it, to permit Commodity Credit Cor- 
poration funds to be turned over to an agency which is expending 
appropriated funds and has the same system in carrying out ther 
operations. 

This did not take place, as you know. 

Mr. Navueuton. As a pr actical matter, do you fee] that there i is any 
significant difference in terms of safeguarding public funds in the 
fact that you are using the present method of accounting over what 
it might be if you were ‘using the other system ? 

Mr. Wirt. No; no difference. 

Mr. Naucuron. First, I want to state that my question is not in- 
tended to ask whether you think there has ever been any v iolation of 
the False Claims Act in connection with any transaction, but do you 
feel that there is any question as to whether the false claims statute 
applies to financing transactions under title I ? 

Mr. Wirin. May I wind up on this one? 

Mr. Navueuton. Surely. 

Mr. Wrrrn. In the first place, the question of the application of the 
False Claims Act to a specific set of circumstances would be for the 
Department of Justice to decide. I would not try to define just what 
the False Claims Act applies to. Our lawyers and the Department of 
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Justice would give us the advice we need in given cases. However, I 
would say if we had any evidence dealing with a misrepresentation 
which we felt was with a false or fraudulent intent, we would feel in 
the Fiscal Division and in the operating part of our organization com- 

lled to refer that case to our General Counsel’s Office for referral 
to the Department of Justice. 

Mr. Naventon. Well, I think it is very clear that the false claims 
statute applies to any expenditure made of appropriated funds. 

Now, here you have a situation—and I think it also applies to direct 
expenditures in the Commodity Credit Corporation—but is there 
any question in your mind that because of the manner in which you 
have set up your regulations that you may have deprived the tax- 
payers of the protection of this statute 4 

Mr. Wirrn. No; there is no question on that whatsoever. In our 
operations we would refer the cases and violations of these regulations 
exactly the same as any other transaction involving appropriated 
funds. 

Mr. Naveuton. For example, the statute, as I recall it, provides for 
certain action that can be taken against anyone who presents or causes 
to be presented a false statement or false claim for payment or ap- 
proval. ; 

Now, in the manner that you have set these transactions up you do 
not make payments directly of these funds. You reimburse banks 
which have made payments. 

Do you think there is any question there which would deprive the 
United States of this protection ? 

Mr. Wirtn. No, sir; we would handle those cases exactly the same. 

Mr. Navcuron. I did not realize it until I checked your regulations, 
but apparently the bank, of course, makes the payments when it re- 
ceives documents and then it sends the documents into the Federal 
Reserve bank and the Federal Reserve bank reimburses the bank be- 
fore the Commodity Credit Corporation ever sees the documents? Do 
you think there is any question there that because of the fact that the 
payment has already been made before you ever get the documents 
that you may have been deprived of the protection of the False Claims 
Act? 

Mr. Wirtn. No, sir. 

Mr. Naueuton. In other words, when you do get the documents you 
examine them in order to approve them ? 

Mr. Wirt. Yes, sir. 

They are charged to our account in the Federal Reserve banks and 
it is reviewed. After the documents are examined, and the charges 
are considered proper charges or improper charges, at that time—— 

Mr. Navcuton. Now, regardless of the fact that you are using 
corporation-type accounting rather than the certifications, I guess, 
by the fiscal officers as is the case with directly appropriated funds, 
would you feel that you can delegate responsibility in this case to 
fea Bougovernmental agency for the wise expenditure of these 

unds ? 


Mr. Wietn. I am not quite sure what you mean by that, Mr. 
Naughton. 
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Mr. Naveuron. Well, in other words, you have certain program 
regulations that you set up with respect to quality and quantity ang 
things of this kind accounting for transactions. As I understand j 
even though you are only financing the transaction, you approve them 
from the standpoint of a proper quality and quantity to be ship 
just about the same as if you were actually making a purchase? 

Mr. Wirin. No, sir. In this case the Commodity Credit Corpora. 
tion is financing a transaction between private contracting partie 
and we are serving as bankers in converting the foreign currencies 
into dollars. We are not buying the commodities and would not 
apply to a private transaction the same rules as if the Government 
were buying the commodity and using it for governmental purposes, 

In view of what we consider the legislative mandate that we ug 
private channels of trade to the maximum extent practicable— 

Mr. Navenron. Of course, you are financing it but you have cep. 
tain safeguards that you take to make sure that the transaction jg 
actually carried out as represented ? 

Mr. Wirtn. We do, and these safeguards are intended to make sure 
that we do not overfinance the transaction. But that would not meap 
that we are applying the same standards as if we were procuring the 
commodity for the Government. 

Mr. Naucuton. Do you mean that it is perfectly all right for 
someone to ship substandard quality and mk in an Invoice indicat. 
ing that he had ? 

Mr. Wirrn. I do not mean to say that. What I mean to say js 
that there are many rules that apply to the procurement of Govern. 
ment property such as the competitive bidding system, for example, 
This would not apply when a buyer is deciding to buy in the market- 
place from an exporter. Whatever the commercial channels of trade 
are, that is what we would foster. We would not superimpose our 
will in connection with this as if we were buying it ourselves. There 
is a difference there. 

Mr, Navueuron. I think that clarifies it. There are certain tech- 
nical regulations which apply to Government procurements and thos 
would not apply here. 

However, you are just as interested in seeing that the proper quality 
is shipped as if you bought it yourself; are you not? 

Mr. Wrrin. No; I do not think we are. This may be just my per- 
sonal view, but we are not buying the commodity and we are not 
interested in the quality from the standpoint of what we are going to 
use it for. We do not know what the buyer wants in the way of 
quality. He exercises his own judgment and so long as what is shipped 
in the form of quality is what the buyer is asking for and he is satis- 
fied we do not have the same interest in the quality of the commodity 
as if we were buying it. 

Mr. Naueuton. You mean that so long as the purchaser is satisfied 
with the quality of the commodity you do not care what is shipped?! 

Mr. Wirtn. We do care. 

Mr. Naueuron. If you financed Cadillacs for shipment to Cambodia 
and they shipped Chevrolets and Cambodia was satisfied, would you 
be willing to pay for Cadillacs? 
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Mr. Wiein. We are interested, and we do care what is shipped as 
against the buyers’ order, but because we do not want to overfinance 
the transaction, if the price is in excess of the price which is normally 
charged within the range of export market prices. This in my view 
does not make us a buyer and therefore interested in the quality from 
the standpoint of a buyer. 

Mr. Fountarn. Of course, the quality determines what you finance; 
does it not ? 

Mr. Wirin. That is right. 

Mr. Navenron. Your regulations specify certain certifications 
which are to be made by the supplier; do they not? 

Mr. Wir. That is true. 

Mr. Naveuton. With respect to any certification that he makes 
and any material information which he gives, you do hold the supplier 
responsible directly for satisfying you. 

Mr. Wirt. Yes, sir. 

Mr. Naventon. And if he satisfies the buyer—in other words, if 
the supplier satisfies his buyer, but does not comply with your regula- 
tions, do you then take the position that it is all right 

Mr, Wirin. No, sir. 

Mr. Naveuton. I think that clarifies that point. Therefore, of 
course, you do not delegate responsibility for insuring that this trans- 
action was carried out properly to the importer ? 

Mr, Wir. No. 

Mr. Naueuton. You may hope that his interest in receiving proper 
quality will be an assistance to you 4 

Mr. Wir. Yes, sir. 

Mr. Navauton. Now, since the exporter or the supplier receives the 
benefit of this financing to the extent that he obtains a payment from 
the bank and you reimburse the bank from Commodity Credit 
Corporation funds which then are repaid to CCC from appropria- 
tions, do you hold him responsible for any irregularities that occur 
or any violation of regulations? 

I think this may be repeating to some extent the previous question. 

Mr. Wirtn. We would hold the supplier responsible for any breach 
of the supplier’s certificate, and that would encompass compliance 
with the regulations and with the purchase authorizations. 

There are some requirements in the regulations as to the responsi- 
bility of banking institutions in financing transactions under Public 
Law 480. We would hold them responsible first if they did not carry 
out their responsibility. We may not even get to the supplier in a 
given case because we may return the documents to the bank and sa 
* are not going to finance it if the bank fails to carry out its responsi- 

ility. 

Mr. Naveuton. But you look directly to the supplier for any vio- 
lation that he may have made of his commitment to you? 

Mr, Wirt. Yes, sir. 

Mr. Naveuton. Well, for example, if there is an overcharge on 
a commodity shipment, it will result in an extra amount of foreign 
currency being deposited on the other side. You have paid out more 
dollars and you have gotten back more foreign currency. Would 
you ever take the position that there is no harm done here because 
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even though we paid out more dollars, we got back. more foreign 
currency 4 

Mr. Wirrn. No, sir. 

Mr. Naveuron. As a matter of fact, the supplier is not responsible 
for the depositing of foreign currency ? 

Mr. Wirt. No, sir. 

Mr. Naventon. So, his transactions with CCC and his relation. 
ship with you, is between the CCC and the exporter, and the bank 
may be in between as a go-between, but it has no relation to the rights 
and obligations of the other parties in this transaction except as it 
may be incorporated in the arrangements between the CCC and the 
exporter ? 

Mr. Wir. I think that is a fair statement. 

Mr. Naventon. You have mentioned the supplier certificate, 
Actually, although the certificate is a little bit more formal, if a sup. 
plier made a false representation to you in some of the other docu- 
ments which were not as a part of the supplier certificate but ag 
part of the other documents, the fact that it had not been made in 
the form of a formal certificate would not matter; would it? 

Mr. Wirw. I do not know whether it would matter legally, but 
it would not matter from our standpoint in referring the case to the 
lawyers for prosecution or for false claim consideration. 

Mr. Navucuron. So, the distinction between the certificate and the 
other documents is not too material as far as you are concerned? You 
expect all the statements to be accurate ? 

Mr. Wire. That is true. 

Mr. Naveuron. Of course, in order to control the amount of dol- 
lars that you are spending in this program and to make sure that you 
do not put out too much, you have a price review ?. 

Mr. Wirrn. That is right, sir. 

Mr. Naventon. Right there, the price review in effect says that 
you will not finance any transaction in excess of the prevailing range 
of market prices. Q 

You may not be the proper one for this question, but just what does 
“prevailing range” mean there ? 

Mr. Wrirry. I think that has a different meaning in various agencies, 
and the Commodity Divisions have outlined to the commodity offices 
just what is meant in each commodity. It is different in cotton. I 
hear them talking about the 14 spot markets, and also hear them talk- 
ing about spotted cotton, and I wonder, but I do not know. 

Mr. Navenron. But you would not interpret it to mean that the 
prevailing range means anything that any exporter and importer 
would agree upon regardless of how far it might be different from 
other prices ? 

Mr. Wrri. I think there would have to be some substantial evidence 
that it is not the market price. 

Mr. Naveuton. In other words, you would not have just one price, 
but there would be a relatively narrow range within the price within 
which the majority of transactions would be made; and if you had 
something higher, it probably would not fit within the prevailing 
range ? 
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Mr. Wirt. Probably not, but Iam not sure. However, within the 
prevailing range you may get more than just a slight movement of 

Mr. Navucuton. It depends upon the commodities ? 

Mr. Wirt. Yes, sir. 

Mr. Naventon. And from your standpoint your Agency does not 
make the price review, anyway ! 

Mr. Wirt. No, sir; it is made by the commodity expert. : 

Mr. Naucuton. There are two basic requirements in the price re- 
yiew. Ona is the price and the other is the quality. Of course, you 
cannot have a successful price review without that, because it would 
be meaningless ? 

Mr. Wirin. That is right. 

Mr. NavcuTon. On most commodities the documents are submitted 
showing the quality that has been shipped, and a price review is made 
on the basis of the evidence which has been submitted as to the quality. 
Am I correct on that ? 

Mr. Wirt. I would say for most commodities except cotton and 
tobacco and maybe some of the other minor commodities. 

Mr. Navcuton. With respect to cotton, however, a contract is sub- 
mitted for approval. This describes the price and quality in terms 
of the U.S. standards, or, if it is not in terms of U.S. standards, an 
additional description is given in terms of U.S. standards and the 
price review is made on that basis. But you are not willing to make 
payments on the basis of what a man says he is going to ship, are 
you! Your payments are made on the basis of the actual quality 
shipped. Am I right on that? 

Mr. Wirtn. There is a review of the transaction to see whether the 
quality that is stated to be shipped was shipped. In the case of some 
commodities, however, where there is not an official inspection against 
U.S. grades, that information is lacking. For example, in the case 
of flour, you do not have the quality because the seller just sells a 
brand name and the buyer depends on his reputation and his integrity 
and accepts it. 

We have no quality information whatsoever in the case of flour. 
However, we do require—and I do not want to ramble on and you 
can cut me off whenever you want to—that they do have to state in 
connection with their application for subsidy on the flour, the various 
elements that make up the particular flour in the form of ash and so 
forth. We are able to get a quality review on that basis. 

In the case of tobacco, however, the buyer actually looks at the 
hogsheads in some cases. We have no way of knowing what the 
quality is and there is no Federal inspection. 

In the case of cotton, as you are aware, sales are made on private 
type with the buyer’s right of arbitration and we have the right in 
our purchase authorizations to require the buyer to ask for arbitra- 
tion. This has been sufficient from our standpoint in the fiscal ex- 
amination that the sales are made between the buyers and sellers where 
they are getting the merchandise they expect to get. 

Mr. Navenron. Well, as a matter of fact, though, you require that 


an invoice be submitted describing the cotton which is shipped ? 
Mr. Wirtn. Yes, sir. 


64140—61—pt. 219 














64S INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


Mr. Naventon. That is, as equivalent to the quality for which the 
price review is made? 

Mr. Wirt. The invoice would not state, where it is a sale on privat. 
type. any other quality factor than the private type. 

Mr. Navenron. But you would prev iously have received an jp. 
ter preti ition of that pr ivate type in terms of U.S. standards, and that 
is What the price review is based upon / 

Mr. Wirin. That is true. 

Mr. Naveuton. I just want to establish if such is the case. (Qf 
course, on most transactions you may have an official certificate a 
to what the quality of the commodity is but in the case of cotton the 
only thing you have at the time you make payment or approve puy- 


ment that indicates that the proper quality has been shipped 1s the | 


invoice of the seller; is that right ? 

Mr. Wir. That is right. It would not be, however, in all cases 
on universal standards or official grades. It might be in the form of 
private type. 

Mr. Naveutron. But you know what that private type is because the 
buyer has told you that and in all cases it would be required to conform 
to the price review which has been made on the basis of the private 
type! 

Mr. Wrrain. The price review would have been made on the basis of 
what the exporter stated his private type was, according to our wi- 
versa | stands irds. 

Mr. Navenron. And the only document that you have as evidence 
that the proper quality is shipped is the invoice which indicates that 
the quality shipped e onforms to the contract quality ¢ 

Mr. Wir. That is nght. 

Mr. Naventon. And if you did not have that invoice, or if it indi- 
cated a lower grade, you would not approve the payment; would you! 

Mr. Wirix. We would not approve the payment in the sense that we 
would request the bank to refund the money if the documents did not 
match Ca exactly—contract quality as against invoice quality. 


Mr. Naveuron. In other words, the fact that these documents do 
mate i is a prerequisite to obtaining approval ? 
. Wrrrn. It isa prerequisite to obtaining payment by the bank 


and alia al by the fiseal division of the commodity office. 

You stated that the only evidence we had of the quality shipped was 

vhat the exporter stated on the sales contract at the time that he regis. 
ered it ith our field office. We do have- 

Mr. Navucuton. No; the invoice which he submits at the time he 
places the shipment on board the ship. 

Mr. Wier. Yes. I wanted to cite the possibility of additional 
evidence of quality of what was actually shipped, and that is, where 
arbitration is requested by the importer and the arbitration boards 
have made awards for quality deficiencies, or where there have been 
amicable settlements between the buyers and sellers for quality defi- 
ciencies: both of these instances would be additional evidence of 
quality. 

Mr. Navewuton. I realize that your procedure is to allow the Com- 
modity Credit Corporation to call for arbitration. but has there ever 
been a case, prior to the last 2 or 3 months, when they have called for 
arbitration / 
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Mr. Wun. Not that Lam aware of. 

Mr. Nauveuron. Insofar as the Commodity Credit Corporation is 
concerned, as a matter of fact, do not the instructions that have gone 
out to New Orleans state specifically that arbitration would not be 
called for unless there was some ev idence that the proper quality was 
not shipped, or there was some irregularity / 

Mr. Wirrn. That is true. 

Mr. Naveuton. In a normal case you would never rely on arbitra- 
tion because you would not call for it 4 

Mr. Wirix. We would rely upon the importers asking for arbitra- 
tion, — there was collusion or evidence of irregul: arity. 

Mr. Naventron. But you are not passing to the importer ‘the 1 respon- 
sibility for see ing this payment is proper / 

Mr. WirINn. No. 

Mr. NAUGHTON. 
youcan from him. 
" Mr. Wirrye. We, however, would look to the fact that you have a 
prive ate contract between the buyer and the seller, and if the buyer is 
satisfied, or has asked for arbitr: ation and received an aw ard, the price 
js about right for what he purchased. 

Mr. Naveuron. Of course, as a matter of fact, this arbitration does 
not come in most cases until after you have examined the documents 
and given your approval to the transaction 4 

Mr. a That is right. 

Mr. Naveuron. So that the only evidence of quality that you have 
to rely, upon in making the decision whether to approve the payment 
or not is actually the representation made by the exporter in his invoice 
as compared w ith his contract ? 

Mr. Wrrin. At that time it is the only evidence. However, there is 
no limitation with respect to information as to the actual quality com- 
ing toour attention at a subsequent date and reviewing the transaction 
and filing any claims that may be require acl. 

Mr. Naveuron. No; but you examine the documents and if you 
find no irregularity in them you have approved it, and unless some- 
thing comes up inter 

Mr. Wirty. That is correct. 

Mr. Navenron. I am trying to establish the fact this is a document 
which is material to the fact that the exporter is going to get his claim 
approved. 

Mr. Wirin. That is correct. 

Mr. Founrarn. If there are no further questions, the committee 
stands recessed until the further call of the Chair. 

We thank you very much. 

(Whereupon, at 12:25 p.m., 
further call of the Chair.) 


Although you are glad to get any information that 


the subcommittee recessed until the 











INVESTIGATION OF THE COMMODITY CREDIT 
CORPORATION 


Part II—Export Transactions 


WEDNESDAY, SEPTEMBER 2, 1959 


House or RepresENnTATIVES, 
INTERGOVERNMENTAL RELATIONS SUBCOMMITTEE 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met at 10:30 a.m., Hon. L. H. Fountain (chair- 
man of the subcommittee) presiding. 

Present: Representatives L. H. Fountain, Florence P. Dwyer, and 
Odin Langen. 

Also present: James Naughton, subcommittee counsel. 

Mr. Founratn. The subcommittee will come to order. Let the 
record show that a quorum is present for the purpose of taking 
testimony consisting of Mrs. Dwyer, Mr. Langen, and the chairman. 

Our hearing today is a continuation of the subcommittee’s investi- 
gation of activities of the Commodity Credit Corporation, and we 
are particularly concerned at this time with cotton transactions in- 
volving the sale of cotton by CCC and the subsequent financing of 
such cotton in sales for foreign currency under title I of Public Law 
480. 

Our first witness this morning will be Mr. Harry B. Wirin, as- 
sistant to the Director of the Fiscal Division of the Commodity 
Stabilization Service. 

We are delighted to have you back with us, Mr. Wirin. 

Mr. Wirtw. Thank you. 


FURTHER TESTIMONY OF HARRY B. WIRIN, ASSISTANT TO THE 


DIRECTOR, FISCAL DIVISION, COMMODITY STABILIZATION 
SERVICE 


Mr. Founrarn. We appreciate your cooperation in being with us 
today, and I believe we have just a few more questions to ask you 
to supplement the information you gave us on Monday. 

Mr. Wirin, in response to a question by Mr. Naughton on Monday, 
I believe you indicated that so far as you knew, there had not been 
any legal opinion prepared by the Department as to whether or not 
Congress in enacting section 102(b) of Public Law 480 intended to 
require that payments made on title I transactions be accounted for 
upon standard Government documentation rather than under corpora- 
tion type accounting, is that right ? 
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Mr. Wirt. I stated that, yes, sir. 

Mr. Founrary. Is it likely that you would know about any such 
opinion if one had been prepared ? 

Mr. Winrn. Yes, it 1s. 

Mr. ha nrain. Did the Department of Agriculture ask the Gep. 
eral Accounting Office, so far as you know, for a ruling on this 
question ¢ 

Mr. Wirin. We did not. 

Mr. Founratn. Now, personnel of the Commodity Stabilization 
Service are utilized to carry out the operations of the Commodity 
Credit Corporation, are they not ! 

Mr. Wir. That is right, sir 

Mr. Founratn. Does the Fiscal Division of CSS therefore make 
or approve payments both under regular Government accounting for 
CSS, and under a corporation type ¢ accountii ig for CCC? 

Mr. Wirtn. Yes, we use both methods. 

Mr. Fountain. Is it true that expenditures of Government funds 
can generally be made only upon vouchers certified by proper officials, 
or by a proper officer? 

Mr. ae That is true. 

Mr. Founrarn. I believe that is taken care of In title 7, section 48, 
of USDA dhuadeisteatins regulations, is it not / 

Mr. Wirt. Yes. I believe so. I would went to add, though, Mr. 
Chairman, that the use of the word “voucl “may not be the exact 
document in every case. It might } 
another type of disbursement dockitient. voucher is generally a 
piece of paper that the payee indicates nye that he is en ntitled to 
receive payment for s ervices performed or goods delivered, and the 
saine document goes through the adminis ative process for certifica- 
tion and examination of the reeulari itv of payment. 

In later years, under appropriated funds, the General Accounting 
Office has been moving’ awiy from the use of the voucher. as such, 


eon seal e of dishursement or 
\ 


required by the Government upon which payment can be made, and 


invoices by vendors m: Vv be used as the incoming document. The 
terms "c ified true and correct” and “payment has not been received” 
have been eliminated as a requirement for payment, and an internal 
document may be the disbt are ment document. ‘Phe two decuments 


are mot related toget he yon the one form. 

[ thought perhaps it might be best to describe that process in the 
use of the term “voucher.” 

Mr. Founrarn. I think that 1s good for the record. 

Is such certification required on expen diture sby CCC? 

Mr. Wirin. No, sir. 

Mr. Founrat. Is it true that in regular Government expenditures, 
certifying officers are held responsible for the existence and correct- 
ness of facts recited in the certificate, or otherwise stated on the 
voucher or such other document as it may be, or its swpporting 
papers, and for the legality of the proposed em nt? 

Mr. Wirrw. I think that isa proper statement, 

Mr. Founratn. [s this also true in co with COC 
transactions ? 

Mr. Wirin. The extent to which our certifying officers are held 
responsible is not as precise as the requirements under the certifying 
oflicer’s law dealing with appropriated funds. We do not hold officers 
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of Commodity Credit Corporation or of the Commodity Stabilization 
Service responsible for errors in judgment resulting in improper 

payments or failure to carry out reguiations. We do hold them re- 
sponsible for negligence, gross carelessness, fraud, and matters of 
that nature. 

Mr. Fountain. On a regular Government payment, if a certifying 
oflicer makes an honest mistake and pays out more money than he 
should, can the Governme nt recover the overpayment / 

Mr. Wirin. I believe that the certifying officer might be held re- 
sponsible under such case for just an error in ad = ion or subtract ion: 
or computation, and be liable under his bond if it is not recovered 
from the payee. I may be wrong on this, but | ee Hg edie 28 

Mr. Founrain. Is there any limitation on the length of time within 
which an action can be instit uted to effect recove ry? 

Mr. Wirin. I do not believe so. 

Mr. Founvratn. If because of an honest mistake in price review 
CCC pays out more than it should to finance a transaction under title 
[can it recover the over payment ¢ 

Mr. Wirt. | believe it can from the exporter concerned. 

Mr. Fountain. Is there any limitation on the length of time within 
which such recovery can be made 4 

Mr. Wirin. Yes; under the Commodity Credit Corporation Charter 
Act there is a limitation upon which claims may be filed in the courts, 
and that is generally 6 vears from the date that the claim arose. 
Under the circumstances you deseribed, however, there could very 
well be a serious legal question as to when the claim arose—whethet 
it arose on the date that the misstatement was furnished to Commodity 
Credit Corporation, the date that the bank made the payment on aa 
behalf, or the date that we discovered the error. 

Mr. Founrain. Is that a more recent limitation, or 
tion been in effect all along / 

Mr. Wirin. That has been in effect since 1948 when the Federal 
charter was granted to the Commodity Credit Corporation 

Previous thereto, the Commodity Credit C orporation was 2 Dela- 


» ) 1 


. . } . 1 : 
Wrt'e corps ration, auboeriszed OV iaw to be so lhcorporated. blowever 


has that limita- 


although CCC had the right to sue and be sued in the courts, when 
we filed a claim, we usually filed it in the name of the United States, 
as the real party in interest, and there is no statute of limitation as to 
claims of the United States. 

However, when the charter act was enacted in 1948, a limitation on 
filing claims by and against the Conn rodity ( redit orponation or 
by and against the United States as the real party in interest, because 
it owns 100 percent of the capital stock in Commodity C reddit Corpora- 
tion, Was imposed, generally to 6 years. 

There are some minor exce ptions of no great import: mice. 

Mr. Naveuron. Mr. Wirin, in the example you Eaves vou talked 
about a misstatement being made to the ( ‘ommodity ‘redit Corpora- 
tion in connection with the price review. Let us st ere that no mis- 
statement. was made, that the supplier honestly presented the facts, 
and that he honestly believed that his price was appropriate, but. it 
actually was excessive, and the man who made the price review for 
CCC made a mistake. 

Under those circumstances would it be possible to recover ? 
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Mr. Wrrin. Are we talking about a cotton transaction, or a trans. 
action where the review is made after the document is received by ys? 
Mr. Naveuton. Well, either one. Would there be a difference? 

Mr. Wirt. I believe there would. If you will bear with me, J 
will try to think it out and see if there is a difference. 

In the case of a cotton transaction, where the exporter represents 
in his export sales contract which he furnishes to the CSS office jp 
advance of shipment for price review, he represents that the cotton 
is equal to a stated grade in the “Universal Standards for American 
Upland Cotton.” 

If later on-we discover that the actual grade which was shipped was 
a different grade, we would feel we had the right to file a claim against 
the exporter if our price review had cleared the price, and it would 
not stand a price review if the quality were a lower quality as dis. 
covered by us later. 

T had stated that there is a question as to when the claim arises under 
such circumstances; I would think the claim would arise when the 
information came to our attention, but that, I believe, would be 
arguable. It is certainly a legal question, one upon which we do not 
have a court opinion. However, where we review the price in con- 
nection with the documents received from the bank after the transac- 
tion has been financed, under the regulations as now existing, there is 
a 90-day period within which we can file claims against the exporter 
for excessive price. If we review the documents, find nothing wrong, 
and do not file a claim, I would believe that even though we discovered 
at a later date that the quality was something less than stated in the 
documents that we may very well have lost our right to file a claim. 

If, however, the exporter had represented the quality to be a certain 
quality, and we relied upon that representation in reviewing the claim, 
we would then state that that was a misrepresentation, and that the 90 
days would not bar us from filing a claim. 

Mr. Navucuton. But if there were no misrepresentation, if the ex- 
porter actually sent the quality of commodity he represented he was 
shipping, and charged the price that he said he was charging, but the 
person who conducted the price review made a mistake and did not 
catch the fact that this was too high a price, then I assume that at best 
you would have ony 90 days to file a claim on that, under your 
regulations ? 

Mr. Wrirtrn. I believe that is right. However, in the case of cotton, 
we would take the position that our approval was based upon a repre- 
sentation by the exporter. If the actual cotton shipped was different, 
we would contend that that approval did not bind us, and that we at 
any time can file the claim against the exporter. I believe there isa 
difference between the two insofar as claims against the exporter. 

Mr. Naventon. That represents a difference, because if the exporter 
in a cotton case had indicated on the document he presented to you that 
he was not shipping the proper quality, you would not have approved 
the payment in the first place when you were examining it? 

Mr. Wrrrn. We would not approve the price. 

Mr. Naveuton. You would not approve the payment, either, when 
the documents came through, would you? 

You have two separate parts of this transaction. First you ex- 
amine the price with respect to the contract quality, and you de- 
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termine whether it is appropriate. But, of course, this is based upon 
the premise that the designated quality would be shipped. _ Later 
when the document came through from the bank and the Federal 
Reserve bank, you have an invoice which indicates that the proper 
uality has been shipped, and therefore you approve the payment. 
If the invoice indicated that a lesser quality had been shipped, you 
would question the payment 4 

Mr. Wirrn. That is right. We would expect that the document 
submitted would be consistent with the contract, and if it is not, that 
there must be an adequate explanation. That is true. 

Mr. Navenron. Now, this 90-day limitation which you may have 
on honest mistakes, not misrepresentations, would not apply if the 
payments had been made in accordance with standard Government 
documentation rather than as corporation payments. Would that 
be correct ‘ 

Mr. Wirin. That would be correct if the governing regulations 
did not contain any limitation on the filing of claims. 

Mr. Fountratn. Now, Mr. Wirin, on title I transactions, since the 
supplier deals with a private firm in a foreign country, and obtains 
payment by presenting documents to a bank in the { nited States, 
would it be likely that a supplier might not realize that he is being 

aid with money made available by the taxpayers ? 

Mr. Wirrn. No, sir; it is not possible for him to know other than 
that it is; that he is receiving payment under the Agricultural Trade 
Development and Assistance Act, and that the funds are from Com- 
modity Credit Corporation. 

Mr. Founratn. Is it true that CCC expects the supplier to comply 
with the requirements of the bank letter of credit under which he is 
paid as well as CCC’s own requirement / 

Mr. Wirt. That is right. 

Mr. Fountraty. Why is that true? 

Mr. Wirrn. He has to comply with the provisions of the bank 
letter of credit because the bank letter of credit sets forth the terms 
which the importer wants the goods to comply with under his con- 
tract. The bank does not receive a copy of the contract. It is nota 

oliceman to see to it that contracts are carried out between contract- 
ing parties. It looks solely to the instructions received from the im- 
porter on what documents to put in the letter of credit, which if sub- 
mitted by the supplier will satisfy the importer that the transaction 
carries out the terms of the underlying contract. 

The bank deals only in documents, it does not deal with goods. 
It has the right, under regular commercial practice, to accept docu- 
ments for what they purport to be, and is responsible only if it fails 
to carry out this obligation of examination of documents to see that 
they are what they purport to be. 

In addition to those documents, there are documents required by 
Commodity Credit Corporation to evidence that the transaction is a 
proper one for financing under title I of Public Law 480, its regula- 
tions and the purchase authorization issued under the regulations. 

Some of these documents are copies of documents which the im- 
porter wants, such as bills of lading, invoices, inspection certificates, 
weight certificates, etc. However, some of these documents are those 
required by Commodity Credit Corporation, and one of these docu- 
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ments—a very vital document—is the supplier’ s certificate, in which 
the sappher certifies that his contract is one that is eligible under 
the regulations and under the purchase authorization, and that he 
knows that he is getting paid by Commodity Credit Corporation 
under the provisions of the Agricultur: al Trade Development and 
Assistance ‘Act of i954. 

Another document which is a very important document is the ad 
vice of vessel approval, which is issued by the Commodity Stabili- 
zation Service, and in the « case of cotton, by our commodity office 
in New Orleans, and which is a document that polices the Cargo 
Preference Act. Without that document, the exporter can't be paid, 
It is a CCC document for reimbursement, it 1s not one required by 
the importer. 

A further document is a statement by the exporter that he has 
immediately after shipment forwarded two copies of the bills of 
lading to the Foreign Agricultural Service. These bills of lading 
are used by the Foreign Agricultural Service to obtain statistical in- 
formation on shipments, and also to advise the agricultural attachés 
in the countries concerned that the shipments have been made. They 
police to see that the commodities arrive in accordance with the bilk 
of jading. 

These are, therefore, the reasons that under the letter of credit you 
have two sets of documents, one that satisfies the Importer, another 
set that satisfies CCC that the transaction is a proper one for financing, 

Mr. Founrarn. Now, as you pointed out, there are certain required 
documents which must be submitted in order to obtain payment under 
title 1. Section 11.9 provides that such documents could be specifi- 
cally waived in writing by the Controller. 

Has the Controller waived furnishing of required docwnents to any 
substantial extent ? 

Mr. Wirt. The Controller has waived the requirements of the 
documents in cases where satisfactory evidence is available that a 
substitute document serves the same purpose, or there is other pro- 
tection to Commodity Credit Corporation. Whether one would say 
that is substantial, Mr. Chairman, I’m not sure. I do not believe it 
was substantial. There have been relatively few cases. 

Mr. Naveuron. Mr. Wirin, do you recall any instances where the 
furnishing of an invoice has been waived ¢ 

Mr. Wir. No, sir. 

Mr. Founvratn. If a claim is made because of an erroneous over- 
payment by the Government out of appropriated funds, who has 
authority to settle it? 

Mr. Wun. Under the Budget and Accounting Act, the settle 
ment. of all claims by and against the United States is a function of the 
General Accounting Office. However, the disbursement and collee- 
tion responsibilities in the various departments are carried out rou- 
tinely. Theoretically only when there are doubtful questions of fact 
or law involved in the case would it go to the General Accounting 
Office. 

There have been many instances, of course, where certifying officers 
of the Government ask for rulings from the ( comptroller General and 
from the General Accounting Office for action which they should 
take in individual cases, and they would use such rulings as precedent 
to arrive at a decision in later cases. 
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In those cases, it may be argued they are not settling disputed facts 
or law re they have the decision of the Comptroller General 
ich ouides them. 
wre the case of Commodity Credit Corporation, under the Charter 
Act which I mentioned previously, the Corporation has the authority 
to make final and conclusive settlement ot any claims by or against 
the Corporat ion or the accounts of its fiscal officers. 

Mr. Fountain. Who in the Corporation has the authority / 

Mr. Wirrn. The authority stems from the Board of Directors, and 
it has been delegated, under policies, rules, and procedures to various 
officials in the Commodity Credit Corporation. The Vice President, 
for Price Support, has been delegated the responsibilities to supervise 
and coordinate the handling of claims in the Commodity Stabilization 
Service for the Commodity Credit ¢ ‘orporation. 

He has the authority to settle and adjust any case he desires to 
handle himself. There have been delegations from him down to the 
directors of the commodity divisions, to the directors of the commodity 
offices, and to claims oflicers, each having authority within specific 
bounds, and within specific monetary requirements, to settle and adjust 
elaims. These authorities range from. compromising cases to de- 
termining that a claim is uncollectible because the debtor is in bank- 
ruptey, or that the statute of limitation on filing a claim in the courts 
hasexpired. 

Mr. Navatron. Is my recollection correct, Mr. Wirin, that there 
are about 65 claims officers in Commodity Credit Corporation / 

Mr. Wirtn. I believe that would be true. 

Mr. Navenron. | believe that was some information you submitted 
tous previously. 

Mr. Wirin. Yes. 

Mr. Naverron. And I believe the monetary limitations on their 
authority starts at around $2,500, and runs up. Do the directors 
have authority up to $25,000, is it ? 

Mr. Wintx. Claims officers are authorized to settle and adjust claims 
not in excess of $2,500. They may settle and adjust claims in excess 
of $2,500, but not in excess of $20,000, with the approval of the director 
of the office in which they are located. 

Claims officers in our State offices may settle and adjust claims in 
excess of $2,500, but not in excess of $5,000 with the approval of the 
State administrative officer. 

Settlement or adjustment of claims in excess of such higher amounts 
requires the approval of the Vice President. 

Mr. Fountain. And the Vice President is Mr. Berger ? 

Mr. Wirtn. The Vice President is Mr. Forest Beall, the Vice Presi- 
dent for Price Support. Mr. Berger is the Executive Vice President. 

Mr. Founratn. The Executive Vice President of the Corporation? 

Mr. Wirt. That is right. 

Mr. Navenron. Mr. Berger has authority and has delegated it to 
Mr. Beall. 

Mr. Wirin. That is right. The coordination of claims is placed 
under Mr. Beall. 

Mr. Naveuton. Is there any review conducted of claims settlement 
actions by the Fiscal Division ? 

Mr. Wirtn. There is, sir. 
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Mr. Navenron. In the event the Fiscal Division disagrees with 
the claims officer, who has the authority to make the final decision? 
Isit Mr. Beall ? 

Mr. Wrrtn. It may not go up so high. The Director of the office 
would have the authority to make the decision in the event of a dis. 
agreement between the fiscal office and a claims officer if the amount 
were within the jurisdiction of the Director of the office. If it were 
not, it would have to be decided by Mr. Beall. 

Mr. Naverron. Is there any limitation on the authority of Mp. 
Beall to settle claims ? 

Mr. Wrrin. There is none whatsoever. 

Mr. Naverrron. If he thought it was appropriate, he could settle a 
$10 million claim for $1 million without obtaining permission from 
anyone ¢ 

Mr. ane That is right. 

Mr. Navairon. He may not be likely to do it ? 

Mr. Ww min. He might do it. If all the claim was worth was a mij- 
lion dollars, he would settle for a million, 

Mr. Fountarn. What do you mean “what it is worth”? 

Mr. Wirrn. We may file a claim for $10 million, because we fee] 
there is enough of a claim to file for that amount. As a result of ad- 
ditional evidence submitted by the debtor, as a result of review by 
the attorneys of the evidence and the law that is involved, in some of 
our more complicated cases it is quite possible that these will all be 
considered and a million dollars settled. That is about all we think 
the claim is worth. 

Mr. Founratn. In other words, you take the safe outside limit like 
the plaintiff in a civil lawsuit for personal injury. Quite often the 
plaintiff sues for a tremendous sum but ends up getting much less, 

Mr. Wirt. Yes. We would file the claim, even though there may 
be doubt as to the amount that is due. If we didn’t file, we would 
have decided in advance there is no claim there, and we feel we do 
not have authority to give away claims of Commodity Credit Cor- 
poration. So we would file claims for the larger amount, and then 
after we received the information, we might settle for a lower amount. 
This doesn’t mean that we are giving away any rights of the Gov- 
ernment. The facts and law would “be thoroughly reviewed. The 
relationship of $10 million to $1 million is not the t test. It is a test 
as to whether the facts and Jaw warrant a claim for the million 
dollars. 

Mr. Naveuton. Has this final authority been exercised by Mr. 
Beall for some time, or was it exercised by Mr. Berger up until 
recently ? 

Mr. Wirtn. The authority to coordinate claims operations in Com- 
modity Credit Corporation from the first claims policy docket of 
the Board of Directors in April of 1946 has been placed in one of the 
Vice Presidents. I think at that time it may have been the Vice Presi- 
dent for Fiscal and Inventory Control, but it has always been in one 
of the Vice Presidents. 

This doesn’t, of course, remove the authority of the Executive Vice 
President, or of the President, or of the Board of Directors, if they 
desire to handle a case. 
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Mr. Naventon. I had the impression back when we were examining 
the Burrus Mills storage case that Mr. Berger at that time was exercis- 
ingfinalauthority. 

Mr. Wirern. Your impression was entirely correct. Mr. Berger 
decided he would handle that case himself, and he did. 

Mr. Navenron. Are these regular claims procedures followed in 
connection with claims arising out of title I transactions ¢ 

Mr. Wirtn. Yes; they are,sir. Yes. 

Mr. Fountain. You anticipated about five or six of my questions 
and did a very good job of responding. 

On title I transactions, would the foreign currency usually be 
deposited before or after payment of dollars by CCC 4 

Mr. Wirrn. After payment of dollars, invariably. 

Mr. Fountarn. Who is responsible for the deposit of the foreign 
currency ¢ 

Mr. Wier. The regulations and the basic agreement between the 
governments provide that the foreign government will be responsible 
to see to it that arrangements are made for the deposit of the foreign 
currency promptly after receipt of documents evidencing dollar dis- 
bursement by CCC. 

The regulations place the responsibility specifically upon the ap- 
yroved applicant. The “approved applicant” is a term defining the 
haehign bank, which is approved for applying for letters of credit 
under a letter of commitment issued by CCC. 

The application for the letter of commitment which is filed with 
CCC has a section where the approved applicant assures that the 
deposit of the foreign currency will be made as required by the regu- 
lations. We therefore rely upon the assurance of the approved appli- 
cant to see to it that the deposits are made. 

Mr. Founratn. Could CCC hold the exporter responsible in the 
event the foreign currency is not deposited ¢ 

Mr. Wirtn. We could not. The regulations are clear on that point, 
sir. 

Mr. Founrarn. How long does it usually take from the time an 
exporter presents documents to a bank in a title I transaction until 
CCC has completed its examination of these documents ? 

Mr. Wirin. I would say that the transaction would be reviewed 
within 30 days, normally, after the documents are received by the 
office. Certainly, they would be reviewed within the 90 days, because 
of the limitation in the case of transactions other than cotton that we 
must file claim for excessive price before 90 days. 

I would, however, like to add that with the large volume of work 
that we have in our field offices—and our title I operations are com- 
pletely decentralized so far as the operations are concerned—that the 
review of those documents would either take their order from the 
standpoint of priority or would take their order from the standpoint 
of obtaining the most efficient use of the facilities in the office. We 
would not drop work that we were halfway through in order to 
examine some documents under Public Law 480; to do so would be an 
expensive operation, because we would have to come back to the other 
job. We would take the Public Law 480 work in order and schedule 
this work along with other work that we have to do in the office. 
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Mr. Fountain. In your opinion, would the CCC examination 
usually be completed before the commodity concerned has been yp. 
loaded at its destination ? 

Mr. Wirt. In some cases, this could occur. In most cases I would 
think not. 

Mr. Founratn. Do the fiscal personnel in the commodity offices 
work under the supervision and control of the Fiscal Division j in 
Washington, or is there a different arrangement 4 

Mr. Wirt. There is a different arrangement. They are under the 
control of the director of the office and the Fiscal Division in W ashing- 
ton is the technical adviser. We do not have a line control over our 
fiscal divisions in the field. 

Mr. Founrarn. You do not have a line control? 

Mr. Wier. No, sir. 

Mr. Fountain. Which office in Washington would Supervise the 
activities of the fiscal personnel in the commodity offices ¢ 

Mr. Wirty. Our Deputy Administrator for Oper: ations, Mr. Me- 
Gregor, has the responsibility for the administration of the com. 
modity offices in the field. 

Mr. Fountain. Mrs. Dwyer? 

Mrs. Dwyer. No questions, Mr. Chairman. 

Mr. Founratn. Thank you very much, Mr. Wirin. You have been 
most helpful, and you are certainly well informed on the subject. 
The Department is fortunate in having a man with your background, 

Mr. Wirrn. Thank you very much, sir. 

Mr. Founrarn. Mr. Jones. 

Mr. Wirin, you may feel free to stay or go as you wish. I don't 
believe we will have further questions of you. 

What is your full name, Mr. Jones? 

Mr. Jones. G. M. Jones. 


STATEMENT OF G. M. JONES, DEPUTY DIRECTOR, NEW ORLEANS 
COMMODITY OFFICE, COMMODITY STABILIZATION SERVICE 


Mr. Founrarn. Will you identify yourself for the record? 

Mr. Jones. I am deputy director of the New Orleans commodity 
office, Commodity Stabilization Service. 

Mr. Fountarn. And where are you located ¢ 

Mr. Jones. In New Orleans, La. 

Mr. Founratn. Will you raise your right hand, please? 

Do you swear the testimony you are about to give will be the truth, 
the whole truth, and nothing but the truth, so help you God? 

Mr. Jones. I do. 

Mr. Fountarn. How long have you been with the Department of 
Agriculture? 

Mr. Jones. Approximately 24 years. 

Mr. Founrarn. You have been there quite a while. 

How long have you been in your present position ? 

Mr. Jones. Since 1943. 

Mr. Fountain. I wonder if you would describe briefly for us the 


major responsibilities and functions of the New Orleans commodity 
office ? 
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Mr. Jones. The major responsibilities and functions of the New 
Orleans commodity office are the field administration of the price sup- 
ort loan and purchase programs, and the merchandising of the cotton 
acquired under such programs. We have the responsibility operating 
under the general program regulations which are established pursuant 
to legislation and established at the Washington level of carrying for- 
ward the loans made to the farmers, in financing and handling the 
inventories of loan and acquired cotton. We have the responsibility 
for handling the sale of cotton under approved sales terms, and of 
course, as I indicated, of maintaining inventory and financial account- 
ing and records. es Pe pete 

Mr. Founrain. What official or officials in the Washington office 
would normally be responsible for giving instructions to the New 
Orleans office ? 

Mr. Jones. Mr. Frank R. McGregor, Deputy Admimstrator for 
Operations. A et 

Mr. Fountrarn. What offices in Washington would Le responsible 
for seeing that such instructions are properly carried out ? 

Mr. Jones. Mr. McGregor, primarily. 

Mr. Navenron. Mr. McGregor gives the instructions and handles 
the relationship of the New Orleans office with Washington, but does 
he develop the instructions, also ? 

Mr. Jones. Well, no, sir, the instructions, not necessarily. We re- 
port to Mr. McGregor’s office. The instructions are developed in 
Washington, as 1 understand it, in collaboration with the various 
technical divisions. 

Mr. Navenron. But he is your link with Washington 4 

Mr. Jones. He is our link with Washington, and we are responsible 
to Mr. McGregor. 

Mr. Fountain. How often do officials of the New Orleans office 
normally come to Washington ? 

Mr. Jones. Rather frequently, Mr. Chairman. There are no stated 
intervals for it, but it is as felt required at the Washington level, or 
as the New Orleans office might feel they might need to visit Washing- 
ton and discuss matters. 

Mr, Fountain. On the average, how often would you say ? 

Mr. Jones. Well, certainly at least four or five times a year, some- 
times perhaps more often. We are in contact, I might add, with the 
Washington office daily, by correspondence, by telephone, and there 
are certain regular meetings which are held by Mr. McGregor, Deputy 
Administrator for Operations, with the heads of all the commodity 
offices, including the New Orleans commodity office. 

Mr. Founratn. Do you have a direct telephone line ? 

Mr. Jongs. No,sir, we don’t have a direct line. 

Mr. Fountain. It doesn’t take you very long to make contact ? 

Mr. Jones. No, sir; very short. 

Mr. Founrratn. With whom would you usually confer on your visits, 
and what would the purpose be ? 

Mr. Jones. Well, on my visits to Washington, we would normally 
confer with Mr. MeGregor and with other officials in the technical 
divisions. For instance, the Fiscal Division, the Cotton Division. 

Mr. Founrarn. I realize there are many things you might take up, 
but generally what is the purpose of your visit to Washington ? 
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Mr. Jones. Generally it would be, Mr. Chairman, to discuss pro. 
gram regulations. It might be the development of a new program, 
the terms and provisions “of a new program—either a price Support 
program for the farmers, or a merchandising program—or it might 
involve particular items, such as claims, or anything of that character 
that we were required to handle with Washington. 

Mr. Fountain. How often do officials from Washington visit the 
New Orleans office? 

Mr. Jones. There again there are no stated periods for visits, 
but 

Mr. Founrarn. They just drop in? 

Mr. Jones. They drop i in, yes, sir; and it might be Mr. McGregor or 
members of his staff or repr esentatives from the Fiscal or Cotton Divi- 
sions, because they are primarily the two Divisions with which we are 
concerned. 

Mr. Founrarn. How often would you say on the average someone 
from Washington would visit your office ? 

Mr. Jones. Over a yearly period, it would probably average once a 
month. It is very difficult to say. My memory isn’t too good, they 
come and go. : 

Mr. Founrary. Somebody making the rounds drops in on your of- 
fice. or do they usually come down regularly ? 

Mr. Jones. It is not on any given ‘schedule. I would, if I may, like 
to emphasize again that whether or not we have prescribed times for 
visits to Washington or for their visits to us, as I stated before, there 
is constant communication. 

Mr. Fountarn. And, of course, you are always subject to call to 
Washington ? 

Mr. Jones. Yes, sir. 

Mr. Fountarn. Who would likely come to New Orleans and what 
would usually be the purpose of the visit ? 

Mr. Jones. Well, it would either be Mr. McGregor, on general ad- 
ministrative matters, or it would be representatives of the Cotton 
Division, or the Fiscal Division on particular fields, or it could be per- 
sons from the Fats and Oils Division, if we had cottonseed oil pro- 
gram problems or issues, or, of course, it can be the Audit Division, 
Compliance and Inv estigation Division officials, if there are matters 
of particular interest in their fields. 

Mr. Fountain. Who would come in connection with cotton ? 

Mr. Jones. Generally Mr. Marion Rhodes, or Mr. Ralph Raper from 
the Cotton Division. 

Mr. Fountatrn. Is there any other significant information which 
you can add as to how the operations of the New Orleans commodity 
office are coordinated with the overall programs of the Department of 
Agriculture ¢ 

“Mr. Jones. Well, the other primary line of coordination that I can 
think of, Mr. Chairman, would be relations with the ASC State and 
county people. We are, of course, in communication with those 
agencies on various program operations, either on a personal basis, 
or by telephone, or by communication. 

Mr. Fountain. How many employees does the New Orleans office 
have? 
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Mr. Jones. Currently, sir, we have approximately 1,080. Our em- 
ployment fluctuates, depending upon the program requirements we 
have. Over a period of years we have had low employment, and 
we have had higher employment than we currently have. Many of 
our employees are temporary employees to be in service as long as 
they are required on the program operations. Currently we have a 
volume operation, and we are preparing for an even greater volume 
operation on the 1959 purchase program. 

Mr. Founrarn. What percentage of your employees would you 
say are on a temporary basis, on an average? 

Mr. Jones. On an average, sir, and I would have to check my 
records, it might be at a given time 50 to 75 percent. 

Mr. Fountain. Do you also have some electronic data processing 
equipment? = = 

Mr. Jones. Yes, sir; we do. 

Mr. Founratn. What does this consist of ? 

Mr. Jones. Well, it consists of what is known as a 705 electronic 
data system, model 3, which is comprised of a main frame machine and 
yarious component machines which are used in processing data. 

Mr. Founratn. How much does that equipment cost ? 

Mr. Jones. I would say, sir, approximately, and I would have to 
check my records on this, perhaps $600,000 a year. That is dependent 
on the time the machine is used 

Mr. Fountain. It is rented, I guess. 

Mr. Jones. Yes, sir, it is used, on a rental basis, and the cost is de- 
pendent on the main frame—that is the basic machine—and the vari- 
ous component parts that are in use at a particular time, and that cost 
is dependent, too, upon the hours we use it, whether we are using it on 
one shift or more, so it is a fluctuating figure. 

Mr. Naucuton. Do you use the electronic equipment to, for ex- 
ample, keep records on bales of cotton and to prepare catalogs and 
things of that kind? 

Mr. Jones. Yes, sir. 

Mr. Naventon. Do you find it is quite a saving over what it would 
cost to use other methods? 

Mr. Jones. Well, that question is under study. It is a saving, I 
think, sir, and, of course, without high-speed electronic equipment it 
would not be possible for us to maintain the records we maintain and 
function the programs we function. 

Mr. Naveuton. It is much more rapid, certainly. 

Mr. Jones. It is much more rapid, and I might as an illustration 
cite the fact that on July 31 we acquired title to some 6 million bales 
of the 1958 loan cotton, that the major part of that cotton was cata- 
loged and offered for sale on opening of bids on August 10, and that 
since that date we have sold, I believe, from that particular catalog 
of the 1958 cotton perhaps a million and a half bales. It is a vol- 
ume operation, and as a practical matter and a program matter, it 
moves and must move with speed. 

Mr. Fountarn. As I understand it, the New Orleans office carries 
out practically all cotton operations of the Commodity Credit 
Corporation. 

Mr. Jones. Yes, sir: it does. 
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Mr. Founrarn. Is it true, however, that the policies and some of the 
procedures are determined in Washington / 

Mr. Jones. Yes, sir; it is. 

Mr. Founvaty. It is my understanding that the operations of the 
New Orleans office would include supervising cotton joans by lending 
agencies acquiring cotton from produc ers, managing CCC cotton jp- 
ventory, selling CCC cotton, paying export subsidies on cotton, and 
financing cotton transactions under title 1, is that correct / 

Mr. Jones. That is correct, sir. 

Mr. Founrarxn. Would you describe for us the activities of the 
New einen office with respect to cotton loans / 

Mr. Jones. The cotton loan program, sir, is, of course, cleveloped 
pursuial unt to legislation, as you know, and the basic regulations goverp- 
ing the operation of the program are developed at the Washington 
level. The New Orleans director is consulted with respect to terms 
and provisions in which he might be expected to have particular 
knowledge or interest, and for the ope rating Faspects of the program. 

After the instructions are developed and. issued, it 1s the responsi- 
bility of the New Orleans commodity office to approve warelionnas 
for storage of the cotton which is to be placed under loan by farmers, 
It is the responsibility of the New Orleans office to approve the lend- 
ing agen ies to W hic h you referred, through which agencies the farm- 
ers will initial] iv obtain their price support loans. 

It is our respo muitdlite , then, to supervise the field operation of the 
program, operating in connection with the State and county ASC 
offices, which have certain responsibilities in the program. 

The loans are made, in the first instance, in practically all cases, by 
local lending agencies which may be banks, warehouses, gins, or other 
parties who w ill deal with the farmer directly in connection with the 
preparation of the required loan documents, and which will disburse 
to the farmer the loan price. The documents are then required to flow 
into the New Orleans commodity office, and when I say documents, I 
mean the loan notes that have been executed by the farmers pursuant 
to the regulations. Those documents, with related warehouse rec eipts 
covering the cotton as loans are made on cotton stored in approved 
warehouses covered by approved warehouse receipts—the documents 
come to the New Orleans office for a fiscal review and for recording in 
our records. The documents are processed there, and we make dis- 
bursements to the agencies in the field which have paid the farmers. 

We then place the loan documents is cus stody in certain custodial 
offices. The Federal Reserve banks at certain locations hold the cotton 
producers’ notes with related warehouse receipts subject to redemption 
by the farmer if he elects to redeem the cotton by paying the loan and 
the accrued ¢ os ges. 

That is done 1 in order that the documents will be readily available, 
and there will be no delay in releasing the cotton pledged to ‘the farmer, 
or if he elects to sell his equity to the. person to whom he sells his right 
to redeem the cotton. 

Mr. Founvatn. What are the procedures under which the producer 
can redeem his cotton / 

Mr. Jonrs. The producer can redeem his loan cotton within the 
prescribed loan period by executing either a producer’s redemption 
request or a producer’s equity transfer on a producer’s loan statement. 
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I have not described all program details. I will revert to the loan 
operation. 

When the documents are originally received in the office in New 
Orleans, they are audited and reviewed, and one central step of it is 
the preparation of a statement, by machine, which shows the name and 
address of the producer, the amount of the loan, the date of the loan, 
and identifies the producer’s cotton. It shows the producer exactly 
what has been pledged under the loan and the amount of money that 
he has received. 

That particular statement contains in the body thereof a space 
which may be executed by the producer to request that his loan note 
with receipts be forwarded to him care of a local bank for collee- 
tion, if he wants to repay his loan. It contains, further, a producer’s 
equity transfer provision which may be executed by the producer 
and the purchaser of the producer’s equity or interest in the cotton, 
if the farmer wants to sell his right of redemption for a fee to a 
cotton buyer, and that is commonly done in connection with the 
redemption of cotton from the loan. 

To revert to your question, sir, at the time the farmer during the 
loan period feels that he can either pay the loan off himself and 
sell the cotton advantageously, or if the market is such as to enable 
him to sell his right of redemption for a certain amount to a cotton 
merchant who will pay the loan plus charges, the producer would 
execute that document. It would be sent to the custodial office which 
is holding the collateral in order that the cotton producer’s warehouse 
receipts can be forwarded for payment. 

Mr. Founratn. In what percentage of cases would you say the 
producer pays his loan off and sells his cotton 

Mr. Jones. Pays it off himself, sirf That is relatively rare. 
There are some cases, but I don’t have any figures on it, nor do I 
recall any figures on it. 

In connection with redemption, it is far more common for the 
farmer to sell his equity and have the purchaser of the equity actually 
pay the loan and merchandise the cotton. 

Mr. Fountain. The usual thing is once they get the loan they 
forget about the cotton ¢ 

Mr. Jones. Well, sir, many of them do. Again that depends on 
the market and the overall price structure, both domestic and abroad. 

Mr. Founratn. If they forget about it for long, the storage would 
eat up any equity there might be in the cotton. 

Mr. Jones. That could be, sir. 

Mr. Navueuron. It is common, is it not, if some particularly desir- 
able cotton may be under loan, that cotton shippers interested in 
that cotton will seek out the producers in order to buy their equities 

Mr. Jones. That is quite true, sir. 

Mr, Nauveuron. And in order to redeem cotton from the loan, 
either the producer or whoever has purchased his equity in that 
cotton must pay off the loan plus interest and accumulated storage 
charges, am I right on that / 

Mr. Jones. Yes, sir; they do in fact pay the warehouse charges. 
Usually these charges accrue, the warehouse receipt is outstanding, 
and the party who redeems the cotton from the loan at the time of 
movement of cotton from the warehouse pays the warehouse charges. 

There are a number of instances in which CCC has advanced 
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warehouse charges. Under some past programs we have carried the 
cotton in loan status for longer than a year, and having done that, 
we might make a yearly pay ment of accrued storage to the w: arehouse- 
man, and charge it to the loans. 

There are other instances in which, during the loan period, it js 
necessary to move the cotton securing the loans from one warehouse to 
another, in which case the charges incident to the movement, which 
would include storage charges to the original warehouse, freight and 
perhaps other miscellaneous char ges, would be paid by the C ommodity 

Credit Corporation and assessed against the loan. 

Now in those cases, the party redeeming the cotton from the loan 
would have to pay the face of the note, the interest, and those parti- 
cular charges. 

I would. like to add, there, both in connection with this particular 
problems and with the operations of the New Orleans commodity 
office that the actual movement or reconcentration of cotton at times 
is a very heavy workload. I would like to add, further, that, of 
course, we do not move the producers cotton or any cotton unless it 
is necessary we do it either to make space in a local area for incoming 
producers’ cotton, or unless it is necessary to move the cotton for the 
preservation and care of it. 

If the cotton were not taken care of properly by the warehouseman, 
we would step in and move it, but the general movement of cotton is in 
connection with the forthcoming or coming crop of the producers 
where we have to get it out of the way in order that the producer can 
put his current crop in and obtain his loan on the cotton. 

Mr. Naventon. And any cost incurred on cotton later redeemed 
would be paid by whomever redeemed it rather than CCC? 

Mr. Jones. That is correct, sir, if they withdraw the cotton from 
the loan. 

Mr. Smirn. When a loan matures and the Commodity Credit Cor- 
poration takes the cotton in lieu of repayment of the loan, under what 
conditions would there still be a payment due the farmer ? 

Mr. Jones. Under prior programs, sir, and until the current pro- 
gram, the loan provisions have provided for acquisition of the cot- 
ton at maturity by Commodity Credit Corporation and for payment 
to the producer of any equity that he might have in the cotton at that 
time. 

If my memory serves me correctly, we did years ago acquire and 
pool cotton, and then the cotton would be merchandised by the Com- 
modity Credit Corporation with payments to the farmer for any ex- 
cess over the investment that accrued from the sale of the cotton. 

In more recent years, however, the regulations have provided that 
at acquisition of the cotton, when the loan matured, we would compute 
the loan investment in the cotton and the then current market value, 
and pay the farmer the difference. I think I am correct on this. 

With legislation recently passed, and perhaps Mr. Wirin can con- 
firm this beginning with the 1959 program we will not make equity 
payments to ) the farmer when the cotton loans mature. We will take 
it over at the investment the Commodity Credit Corporation has in it. 

Mr. Smrru. Prior tothe 1959 program, in other words, if the market 
advanced, of course he would have an opportunity to repay his loan, 
to pay his loan off and sell his equity ? 
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Mr. Jones. Yes, sir. 

Mr. Smiru. And also the Government would buy that equity, is 

at right ¢ 
tr Jones. Well, it is correct in the sense that if he did not redeem 
the cotton during the loan period, at maturity of the loan, we would 
compare the then current market value with the loan investment and 
pay the farmer for any excess of market over the loan investment. 

Mr. Smrru. Didn’t this result in the Government then handling cot- 
ton that otherwise the trade would have handled? With the same 
result to the farmer ? 

Mr. Jones. Well, sir, there are a number of intangibles there. I 
am trying to work my mind around it. 

The farmer, of course, at any period during the life of the loan, 
dependent on market values, might realize $5 or $10 a bale for the 
cotton; if he just elected to leave it in the loan until maturity, the 
market at that time might be such that he would receive no payment 
atall,or maybe adollara bale. It might be that he received more than 
he would at the time he repaid the loan. 

Mr. Somrru. It is a nonrecourse loan. It seems to me he has his 
choice when he wants tosell. It seems strange he would leave it there 
witil maturity, when he has an option whether or not the Government 
will take it and give him his equity or he has to sell it in the trade. 

Mr. Founrarn. Mr. Wirin wants to comment on that question. 

Mr. Wirtn. The question of paying equities to producers, represent- 
ing the difference between the loan and accumulated charges and the 
market value on the date of maturity, was not a program problem or 
requirement, it was a legal problem. 

Our General Counsel ruled quite early that, in the case of nonre- 
course loans where the producer on a farm-stored loan delivered the 
collateral to CCC at maturity, it was an action on his part. Even 
though the value of the collateral on the market that day may be 
greater than the loan plus accrued charges, he voluntarily surrendered 
the collateral, and he, therefore, had no further rights. 

Sut in the case of a warehouse-stored loan, where CCC only had 
the warehouse receipt as collateral to the loan, when we took over the 
collateral, it was taking an act which under the law could not fore- 
close any rights that the producer might have between the loan plus 
accrued charges and the market value on that date, even though the 
producer did not redeem. 

Mr. Smirn. Is this law changed now? 

Mr. Wirin. There is a law on the statute books which authorizes 
CCC to discontinue making such equity payments. This was sub- 
mitted to Congress at the request of the Department of Agriculture. 

It is not the law providing for the making of loans to producers 
which compelled us to do this. It is the law of mortgages in connec- 
tion with collateral on loans. The general law compelled us to do this. 

Mr. Smirn. General Federal law ? 

Mr. Wirt. No, the general law on property rights, mortgages, 
and so forth. One cannot go in and foreclose on somebody unless you 
have specific authority to do that, and it was felt that we needed to 
get the Agricultural Act itself amended with respect to the nonre- 
course feature, which would permit us to foreclose on the collateral in 
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a warehouse-stored loan, and remove any question that the producer 
hac no rights in the collateral. 


Mr. Smuru. This has been done ? 

Mr. Wirtx. This has been done. 

Mr. Smiri. Last year? 

Mr. Wirtn. In the last session of Congress, and in future programs 


there will be no equities between the market value and loan plyg 
accrued charges. One of the reasons that we recommended to bon 
gress that this be done is we felt it would encourage redemptions 
rather than the producer just sitting back and saying, “I don’t haye 
to redeem, because if on the date of maturity there is a higher market 
value than the collateral I will get it anyway.” This meant in some 
cases we would have to draw checks for $5.02 or $8.05—very small 
sunounts such as that—which were not sufficiently large for the pro- 
sehen to go through the expense of borrowing money to pay off the 
loan and then trying to sell it on the market himself. 

Mr. Suiru. That answers my question. 

Mr. Naveuron. The takeover date on maturity of the loans js 
July 1% 


Mr. Jones. July 31, subject to call earlier. Generally it carries to 
maturity date of the loan. 

Mr. Naveuton. If for program purposes, or because of the storage 
situation, it was deemed expedient to call the loans earlier, then the 
producer at that time would have to make his decision ‘ 

Mr. Jones. He would, sir, but actually I don’t recall any situation 


in which, overall, the loans were called earlier. 
Mr. Founrarn. While you were giving me—do you have a question, 


Re 

a a 

LaNGEN. Mr. Chairman, further on this point, while we are 
on ert subject, has this been true with other commodities, other than 
cotton—thinking now in terms of barley, wheat, and so on, warehouse 
loans ¢ 

Mr. Wirt. Yes; it has, sir. 

Mr. Lancen. Has that been a common practice ? 

Mr. Wirin. This has been a practice since the inception of the loan 
program, that where the market value is higher than the loan plus 
accrued charges a payment is made to the producer. Accrued charges 
would mean the storage charges in the case where we paid periodic 
storage payments on grain-warehouse-stored loans. We have made 
disbursements where the amount is in excess of $3. We have that 
rule. 

We have made disbursements to the producers. 

Mr. Lancen. The reason I ask, if I might say, Mr. Chairman, I 
spent a good number of years in an ASC office, and we handled a good 
many of these loans. Maybe there is a difference in w arehouse loans, 
but in the case of grain, as an example, it may be stored in the local 
elevator. Is that ‘considered a Warehouse, holding a storage receipt 
for that amount of grain ¢ 

Mr. Wrrin. Yes, sir. The only distinction I made in my discus- 
sion was between farm-stored and warehouse-stored loans. This could 
be at a country elevator or terminal elevator. 
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Mr. Lancen. I should have to say that I am sure there must be 
any number of those warehouse loans that were taken over by Com- 
modity Credit Corporation without any consideration. If there were, 
I don’t recall it. 

Mr. Wirrx. They were taken over by the county committees, and 
the inventory transferred to our commodity office, but in settling 
the loan in the commodity office, and sending out to the producer 
a settlement sheet, the market value would have been taken imto 
consideration. 

Mr. Lanoen. How far back does that go? 

Mr. Wirin. This goes back quite a number of vears. [| can reeall 
reading the General Counsel's opinion, and it was many vears back. 

Mr. Surru. There would be many instances in the case of soy- 
heans where the market has gone up tremendously during the year. 
Has this been true in the soybean program ¢ 

Mr. WirrirN. This would be true m any program, sir. We would 
he under the legal compulsion to examine the market value at the 
location of the commodity at the time it was placed under loan, 
and compare that with the loan value plus accrued charges. We 
would make a disbursement when we issue a settlement sheet to the 
producer if the market value were greater. 

Mr. Naverron. Would it be possible that the reason that the 
equities have not been paid so much on grain, even where it has been 
stored in warehouses, might be because of the fact that it is very 
easy for the producer to simply sell the grain to the operator of the 
elevator where it is stored, since this is the normal marketing channel, 
whereas in cotton the warehouse does not always buy cotton and the 
marketing is a little more difficult ¢ 

Mr. Wrrin. You would have two basic problems that would dis- 
tinguish the two transactions. In the first place, storage charges are 
nec included in the case of cotton. The storage charges go along 
with the cotton and whoever comes to obtain the physical cotton then 
pays the storage, so it is not an element in connection with redemp- 
tion, but it is an element in connection with redemption on grain loans, 
because under the uniform grain storage agreement we make 
periodic storage payments, so therefore the accrued charges in the 
case of grain may become higher because storage would be included. 
That is one factor. 

The second factor is the one that you mention, Mr. Naughton, 
and that is the case with which a producer may redeem and dispose of 
his warehouse-stored commodities, so that im the case where the 
market value is higher than the loan value plus charges, including 
these extra storage charges I mentioned, the producers have prob- 
ably redeemed, so we are not in a position of making disbursements 
as a matter of practice. However, I am stating what the legal re- 
quirements are and what we are compelled to do in our operations. 
We are set up that way to do it. 

Mr. Smiru. I looked after some loans for other people, and just 
before the bean Joan would mature, you always find out whether you 
could get more by selling it or paying off the loan. It was never 
realized that you would get the equity anyway. 
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Mr. Fountain. I am sure those of us who come from agricultural 
areas are learning a lot during the course of these hearings, and I an 
quite sure, also, these members from the cities are learning more, 

Is it true that practically all CCC cotton is stored in commercial 

warehouses ? 

Mr. Jones. Yes, sir. 

Mr. Founrarn. Where are they located ? 

Mr. Jonss. They are located, sir, from California to Virginia. They 
are located in large towns, small towns, and all over the Cotton Beli, 

Mr. Fountatn. What considerations are taken into account in deter. 
mining where the cotton will be stored ? 

Mr. Jones. Actually, sir, with respect to the loan, it is a require- 
ment that the producer, the farmer himself, place the cotton in an 
approved public w arehouse, which has been approved by CCC as ae. 
ceptable for storage of Government cotton. 

The farmer selects the point at which he will store the cotton on 
which he obtains a loan, or under the current purchase program, cotton 
that he will sell to the Government. 

Mr. Fountain. After that cotton is on loan, does the CCC move 
the cotton from one warehouse to another ? 

Mr. Jones. We do, sir, when as I indicated earlier, it is necessary 
that we move it because of congestion in the local area, or in rare cases 
when it is necessary that we move it for safety and preservation of the 
cotton. 

Mr. Fountarn. [asked the question because I had quite a few people 
who had warehouse facilities wondering why more isn’t stored in 
North Carolina. 

Mr. Jones. We have had a number of inquiries on it, and over the 
past years as you probably know we have moved cotton to the mill area, 
but the policy has been always, dependent on the varying conditions 

existing, that we move the cotton as short a distance as possible to 
restrict our investment of Government funds in cotton. Of course we 
try to move it in line of transit to the ultimate destination, because by 
doing that we can save freight on it, but that has been, sir, quite a 
problem in past years, espec ially i in the Southeast, because we have had 
storage space so much closer to the point of origin that we have not 
come over into the Southeast at all into the mill area. 

Of course sometimes there is local cotton that needs to be moved 
there, in which case we would follow the same procedure, moving it the 
least distance possible which is consistent with good traffic manage- 
ment, shall I say. 

Mr. Fountatn. I am interested in business in North Carolina, but 
there also has to be an interest in economy and efficiency, inasmuch as 
that is our job here. 

Mr. Jones. Our office will appreciate that position, because we have 
quite a few inquiries. 

Mr. Fountain. What controls do you have to insure that the cotton 
inventory is properly maintained and to guard against conversion or 
damage to CCC cotton ? 

Mr. Jones. Well, of course, sir, we have basically the inventory 
records, and we hold insured negotiable warehouse receipts on Joan 
cotton. We have field examiners, warehouse examiners who periodi- 
cally visit all of the warehouses, inspect the facility and the com- 
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modity itself, and at prescribed periods they take representative inven- 
tory checks on the warehouse. 

We have a set formula for making those inventory checks, a certain 
number of bales, or, in some cases, 1f we deem it necessary, each and 
every bale in the warehouse will be tag checked against the actual 
warehouse receipts which we hold or, rather, against records made 
from the warehouse receipts, to see that all the cotton is in the ware- 
house and is properly stored. We have the authority to exclude from 
inventory verification any warehouse from which we have shipped or 
sold a volume of cotton equal to or greater than the number of bales 
that would have been tag checked in an inventory verification. The 
delivery of proper bales in shipping order or sales proves the inven- 
tory to the same extent as the verification would. 

Mr. Fountatn. Do you have inspectors who visit the warehouses to 
examine the records and inspect the cotton stocks ¢ 

Mr. Jones. Yes, sir; we do. 

Mr. Fountatn. How many do you have? 

Mr. Jones. We currently have about 12, as I recall it, sir. We have 
been trying to engage more. It is difficult to get properly trained 
personnel in that field. hi 

Mr. Fountain. About how often would each warehouse be visited ? 

Mr. Jones. Well, they are inspected at least once a year, with gen- 
erally two inspections a year, or, if there is any occasion to warrant 
it from reports or otherwise, we will send a special investigator at any 
time we feel necessary. 

Mr. Fountain. How large is the CCC cotton inventory at the pres- 
ent time ¢ 

Mr. Jones. At the present time, sir—it is going rather fast, Mr. 
Chairman. We have just taken over approximately 6 million bales, 
and we held in prior stock, roughly, 500,000. That would be 614 
million. From that we have sold, I would say, roughly, 24%4—it is 
approximately 4, perhaps, Mr. Chairman. 

Mr. Fountartn. How much does it cost annually to store cotton for 
CCC? 

Mr. Jones. Well, annually, sir, offhand I can’t give you an an- 
nual figure. May I approach it on this basis, that we do have estab- 
lished storage rates based on a monthly rate that applies to all loan 
cotton, or acquired cotton. The loan cotton is stored generally at 
rates of 51 or 46 cents per bale per month for cotton placed in ware- 
houses by producers, and 48 or 43 cents per bale per month for recon- 
centrated cotton. There are variations in the rates dependent on 
whether or not the facility storing it is a compress, or what we call 
a flat point, a point that does not compress the cotton and stores it 
m normal gin Teale size. Those rates I quoted apply on loan and 
under the current program on purchase cotton. The loan cotton is 
always insured as long as it is in loan status, and under the current 
purchase program, 1959 program, the purchase program cotton will 
be insured. 

After we take title to the cotton, the Government assumes the risk 
of the insurance. I might add that when I quote the rates of 51 or 
46 cents and 48 or 43 cents, that these are rates paid to the wareh»use- 
man for storing the cotton and for insuring. The warehouseman pays 
the insurance out of that rate. 
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After we take title to the cotton, and the Government carries the 
fire risk, so to speak, we pay prescribed rates less the actual cost of 
insurance that the warehouseman would have to pay if he insured 
the cotton. 

Mr. Founrarn. Do you presently have cotton stored in Govern. 
ment-owned facilities ¢ 

Mr. Jones. No, sir. 

Mr. Founrarn. Does the Defense Department make available to 
the Department any of its facilities which are not in use for storage 
of surplus ¢ ommodities such as cotton 4 

Mr. Jones. Not for cotton, sir, because all of the cotton is stored 
in public warehouses. 

Mr. Naveuron. You indicated that before you took over the cur- 
rent crop of cotton, you had only about 500,000 bales in inventory, 
and that you took over 6 million. 

Mr. Jones. That is as of the takeover date, yes. That is my reeol- 
lection of the figure, subject to verification. 

Mr, NavGiron. So the inventory now consists mostly of pretty 
fresh stock 

Mr. Jones. The 1958 crop cotton, and, of course, we are already 
acquiring L9D9 crop cotton which is being acquired by the Govern- 
ment under the 1959 “Choice A” pure hase program, and we expect 
to acquire that in millions. 

Mr. Founvraix. Are your procedures in selling cotton established 
by the New Orleans office or by Washington 4 

Mr. Jones. The operating procedure, sir, would in certain in- 
stances be established by the New Orleans ojlice. ‘The policy, as such, 
is established at the Washington level. 

Mr. Founrary. What procedures does the New Orleans office fol- 
low in selling cotton ¢ 

Mr. Jones. We sell all of the cotton that we are selling from CCC 
inventory on a competitive bid basis. A sales announcement. is de- 
veloped, issued to the trade and thoroughly publicized, and then we 
entertain under that announcement competitive bids. We have been 
doing it each 2 weeks, opening bids on upland cotton on a competi- 
tive bid | basis, 

Now, we have certain legal minimums at which we sell the cotton. 
We cant, for instance, sell currently below certain prices under 
the so-called unrestricted sales program which is our on ie actual 
selling program at the present time. We are required to obtain 110 
percent of the “Choice B,” that is the 1959 local support level, plus 
certain carrying charges. 

Of course, under earlier programs we have sold at export prices. 

Mr. Founratn. How do you publicize the a vailability of cotton 
for sale? 

Mr. Jones. We publicize it, sir, through the issuance of the sales 
announcement and through a catalog service that is available. We 
prepare, in connection with the current sales announcement, a catalog 
of the stock that is offered for sale. That catalog is made available 
to the trade on request for a fee, on an annual basis, and, of course, 
the catalogs or any other information are available from our office 
and from other sources in the Department. 
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Mr. Fountatn. How are your sales announce ements public ized ¢ 

Mr. Jones. They are publicized, sir, generally by actual issuance of 
them. We forw ard them to all parties of record who are interested, 
we forward them to the cotton exchanges, and we issue press releases 
announcing them. As we effect sales we issue general press releases 
stating that such and such cotton has been sold, and the parties to 
whom it was sold. 

Mr. Founraix. Have you taken an inventory to determine the 
extent to which these press releases are used by the newspaper: 

Mr. JONEs. No, sir, I have not taken any inventory on it, but | 
would like to add, Mr. Chairman, that in the cotton trade, the Depart- 
ment ‘ssales of cotton are thoroughly or very well known. 

Usually the trade keeps quite well informed on what we do. 

Mr. Fountain. I was interested in knowing how a party just re 
cently becoming interested in getting into the business would find out 

Mr. Jones. Getting into the mere handi: sing business ¢ 

Mr. rns In the export business. 

Mr. Jones. Well, of course, we have, as I said, cur publications, and 
we have the general sales manager's office, and all the facilities of 
the Department in Washington are available. Any inquiry anor 
to our office or to the Department in Washington would be given vet 
complete treatment. 

Mr. Fountain. In other words, any prospective merchandiser could 
make inquiry of your office and get the information 

Mr. Jones. Yes, sir, and, of course, throughout the Cotton Belt, 
your cotton exchanges and boards of trade, and so forth, usually pest 
the information and it isavailable throughout. 

Mr. Fountain. About how many firms would you say buy fairly 
substantial amounts of cotton from CCC ¢ 

Mr. Jones. Well, sir, it would be in the hundreds. We have a cata- 
log list now as I recall it of some perhaps SpRtoEueteNy 550 holders 
of the catalog. Now, of course, generally the purchasers are catalog 
holders, but one catalog may be available to m: ny parties, and in cases 
itis. Parties who wish may come in and obtain catalog inform ition at 
our office. 

Mr. fox NTAIN. ] belie ve we hi ave on the record into rh ition 1M il- 
eating on the average the larger buyers. About what percentage of 
the total sales do you think would he to the 10 largest buyers, whoeve: 
they may be / 

Mr. Jones. Sir, it varies actually from sale to sale. I might say I 
don’t even recall the number of buyers we had on our two most recent 
sales, but J do know this: Our press release on our most recent sales 
has run to listings of two pages of individual buyers, single-spaced 


twopages. I don’t recall the figure, I am sorry. 
Mr. een You sold I guess about 800,000 bales in the last 


month or so, haven’t you, or m: ayb more than that / 

Mr. Jones. Yes, sir; we have sold within the last month slightly 
over 2 million bales. 

Mr. Navenron. I believe Anderson, Clayton has been buying a tre- 
mendous quantity. , 

Mr. Jones. They have bought a very large quantity of it. I do re- 
call one sale in which I think they bought at. least 50 percent sold on 
that opening, but then there are other openings within the period when 
their purchases as I recall have been much smaller. 
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Mr. Naventon. They would be your biggest purchaser over the 
years, wouldn’t they ? 

Mr. Jones. I would think so. 

Mr. Naveuron. Certainly in totals if not on every sale ? 

Mr. Jonss. Yes. 

Mr. Fountarn. How often do you invite competitive bids on cotton? 

Mr. Jones. Currently on an every-other-week basis. 

Mr. Fountarn. Do you always take bids on the entire stock of 
cotton in inventory, or do vou sometimes only make part of it eligible? 

Mr. Jones. We make all of it eligible, and keep all of it ¢ ataloged, 
that is in a position to sell. Now that would be all of the stock nor- 
mally, except cotton that might be out of the catalog in connection 
with claims, or in connection with the movement of cotton. 

Mr. Fountarn. Do you automatically accept the highest bid on any 
particular lot of cotton, or do you have a minimum price below which 
you will not sell ? 

Mr. Jones. We have a minimum price below which we will not sell, 
sir. 

Mr. Fountratn. Do you make a separate determination of minimum 
price for each grade of cotton, or do you just determine the minimum 
for Middling and then adjust it by the av erage premiums and dise ‘ounts 
on the 14 spot markets to get the minimum ‘for each grade, or is there 
some other method ? 

Mr. Jones. We determine the minimum on the particular quality 
of cotton at the particular location, sir. 

Mr. Navcuton. Of course, you have differentials for locations? 

Mr. Jones. Yes, sir: we have differentials for locations, and, of 
course, we have the premiums and discounts for the various grades 
and ere 

Mr. Naventon. In addition to adjusting for freight differentials 
which relate to the location of the cotton, you would also utilize the 
average premiums and discounts on the 14 markets to determine— 

Mr. Jones. That is right, sir, quality differences. 

Mr. Naveuton. How is the basic minimum price determined? 

Mr. Jones. How is the basic minimum price determined ? 

Mr. Naverrron. Yes, on any particular sales. You determine a base 
minimum price for which you will sell Middling Inch, and then adjust 
that for the premium discounts ? 

Mr. Jones. Actually on sales we make from New Orleans, we have 
two minimums we must meet. In the first place, we meet the legal 
minimum of 110 percent of the Choice B support price of cotton, plus 
prescribed carrying charges, or the market value, whichever is higher. 

Now I should perhaps add, not to be misleading, I have been speak- 
ing here of the sales of cotton which are made from inventories held 
in the New Orleans office currently. 

At the present time, sales are being made in the field, or locally, of 
1959 Choice. A purchase program cotton. That particular cotton, 
during the coming season, will be sold either through locally approved 
sales agents, or with respect to certain stock which comes into the 
control of the New Orleans office will be sold from the New Orleans 
office on the catalog basis that I have described. 

Mr. Naventon. I was thinking primarily of how you determined 
the minimum price on export sales, which you are no longer making 
but which you did make heavily between 1956 and the present, 
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Mr. Jones. Yes, we had certain minimums on that, sir, below which 
we did not accept bids, and we determined the minimum on that with 
abasic price for an average location adjusted for location differentials 
and adjusted for quality differentials. er 

Mr. Navcnton. Who actually made that determination 4 13. 

Mr. Jongs. The determination with respect to the actual minimum 
in relation to the bids was made in the New Orleans office when the 
bids were received. ; 

Mr. Naventon. Well, this would be simply making the adjustments 
for quality differences and location differences over your basic mini- 
mum price, but who determined the basic minimum price? 

Mr. Jones. That was determined at the Washington level. 

Mr. Naveuton. Would that be done in the Cotton Division, or by 
Mr. McGregor’s office, or how ? 

Mr. Jones. I rather think, sir, it would be done possibly in the gen- 
eral sales manager’s office in collaboration no doubt with the Cotton 
Division. The information with respect to it would naturally come to 
usthrough Mr. McGregor’s office. 

Mr. Naventon. That minimum price would not be given to the 
trade ? : 

Mr. Jones. No, sir. 

Mr. Naueuton. Would there be times when, because of circum- 
stances, they might have a pretty good idea what it was? 

Mr. Jones. When they buy one week, they do obtain a pretty good 
idea with respect to what minimum prices will be acceptable. They 
may do this with respect to the export price, but of course with respect 
to the legal minimum, I referred to as the 110 percent formula, they 
can readily compute that. Then they can attempt to determine either 
an export minimum, or a market minimum, but of course on a competi- 
tive bid basis, they are faced with determining just how much they 
want to pay above such a minimum, even though they can estimate it, 
because they might lose cotton that they are particularly desirous of 
having to someone who will pay a point or two more for it. 

Mr. Naveuton. Did you find in the past on export sales often you 
would have high bidders who would actually bid either the minimum 
oravery small amount above the minimum ? 

Mr. Jones. We have had that, yes, sir, I am quite sure. I don’t 
recall specific figures on it, but I am sure we have had them at mini- 
mum prices, but also ranging well above the minimum. 

Mr. Navenron. Of course the trade would naturally be anxious, if 
at all possible, to buy at the minimum. If they didn’t know who else 
was bidding on a particular lot and how much was being bid, they 
would run into diffleulty there of perhaps losing the cotton if they bid 
the minimum. 

Mr. Jones. They would lose it to another bidder, and of course 
merchandising in the cotton business is highly competitive. I am not 
too well versed in it, but I think it is as competitive as any business I 
have heard about. 

Mr. Naucuron. However, if they got together and allocated the 
bids, if CCC had a vast inventory and lots of desirable cotton, so 
<a was bidding on different cotton, they could bid the mini- 
mum with assurance they would be likely to get it. 

Mr. Jonzs. That is correct. 
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Mr. Founvary. Premiums and discounts are determined by com. 
mittees of the cotton trade rather than by the Government, are they 
not ¢ 

Mr. Jones. That is correct, sir. 

Mr. Founrarn. Who are the committees, and how are they consti. 
tuted or appointed ? 

Mr. Jones. It is my understanding, sir, and I am not too well versed 
on this point, they are committees appointed by the various cotton 
exchanges, but they are under the supervision of the Department of 
Agriculture with respect to quotations, and there is a rather constant 
supervision over their quote itions. 

How good the quotations are I don’t know, but it is supervised by the 
Department of Agriculture. 

Mr. Founrarn. Their quotations are compiled and published by 
the Government ? 

Mr. Jones. That is correct, sir. They are reported to the Govern- 
ment and are published by the Government on a daily basis. 

Mr. Founrarn. So actually, to the extent that their figures are used 
in fixing minimum prices, the cotton trade helps to determine the price 
at wh = CCC will sell them cotton / 

Mr. Jones. Yes, sir, the effort is of course made, and those figures 
that they report are supposed to be actual sales of cotton in the differ- 
ent markets, and my own recollection is that fairly recently the De- 
partment was making particular checks of quotations. 

Mr. Navenron. Of course, there are so many different qualities for 
which quotations are made that they can’t possibly represent actual 
sales at all times. 

Mr. Jones. At times they do not. They represent, if there are no 
actual sales it might be the last sale, as I understand it, Mr. Naughton, 
or their idea of the value of it. 1 think that is correct, sir. 

Mr. Founrarn. It is true that the CCC did not have an export sales 
program on cotton for several years prior to January 1956, is it not? 
Mr. Jonrs. Yes, sir, that is correct, according to mv recollection. 

Mr. Founvaty. About how large have the unrestricted sales of cot- 
ton been during the last few years ? 

Mr. Jones. They have been relatively small, str, until the current 
program which began just with a bid opening, as I recall, on July 2 
be he current sales program is unrestricted, and the sale of that cotton 

as been very heavy, slightly over 2 million bales beginning July 27. 

Mr. Founvary. I think you have covered this in other testimony, but 
to make it specific I will ask, Do you now have an export sales pro- 
gram ¢ 

Mr. Jones. Not as such, Mr. Chairman, on bale cotton. We havea 
payment-in-kind, export subsidy program. 

Mr. Founrarn. We have just been notified that there is a quorum 
call. The subcommittee will adjourn until 10 o’clock tomorrow morn- 
ing, at which time we will have an executive session to take some fur- 
ther testimony concerning certain matters related to CCC cotton trans- 
actions. Until then the committee stands recessed. 

If we change the time, we will notify the parties. 

(Whereupon, at 12:07 p.m., the subcommittee adjourned. ) 
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INVESTIGATION OF THE COMMODITY CREDIT 
CORPORATION 


Part [I—Export Transactions 


THURSDAY, SEPTEMBER 3, 1959 


House or REPRESENTATIVES, 
INTERGOVERNMENTAL RELATIONS SUBCOMMITTEE 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

(The hearings of this date were held in executive session. Subse- 
quently, the subeommittee voted to release the transcript for publica- 
tion as part of this series of hearings. ) 

The subcommittee met at 10 a.m., Hon. L. H. Fountain (chairman 
of the subcommittee) presiding. 

Present: Representatives L. H. Fountain and Florence P. Dwyer. 

Also present: James Naughton, subcommittee counsel. 

Mr. Founrarn. Let the subcommittee come to order. 

Let the record show that a quorum for the purpose of taking testi- 
mony is present 1n the persons of Mrs. Dwyer and the chairman of 
the committee. 

I understand that Mr. Smith and Mr. Langen will be here shortly. 

Our hearing today is a continuation of a subcommittee investigation 
of activities of the Commodity Credit Corporation. 

As stated yesterday, we are particularly interested at this time in 
cotton transactions. We are taking testimony in executive session 
rather than open session today for several reasons. We wish to 
clarify for the record statements made by witnesses which, on the 
surface at. least, would appear to conflict with the testimony of other 
witnesses. 

We have some questions concerning possible violation of the anti- 
trust laws in connection with Commodity Credit Corporation cotton 
transactions, 

In addition, some of the matters on which we will take testimony 
today are of such a nature that it might conceivably be unfair to 
bring them out publicly before the subcommittee has had a chance 
to hear the various sides of the story. 

I want to stress that the fact that testimony is being taken in 
executive session is not intended to imply anyone is guilty of improper 
conduet. It is simply a precaution that we are taking on behalf of 
anyone who may be affected to obtain facts in a manner that will not 
unfairly embarrass anyone, or do anyone an injustice. 

Some of our questions may inquire as to whether certain improper 
conduct has occurred. They should not be construed as a conclusion 


on our part that it has occurred. Our purpose is to give those con- 
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cerned an opportunity to explain and to prevent any unfair imp}. 
sations or inferences. 

I want to caution the witnesses, since this is an executive session, 
that the testimony taken here should not be discussed until such time 
as it may be released by the committee. In the event there are some 
matters brought out which you may wish to discuss with others jp 
the department, you can contact the subcommittee to obtain clearance, 

In view of the nature of some of the questions that may be dis. 
cussed today, if any witness desires to testify without other witnesses 
being present, he may so indicate and the subcommittee will honor 
his request. The subcommittee may also wish on its own volition to 
hear certain witnesses privately. 

I believe that each of our witnesses has been furnished a copy of the 
appropriate House rule and the rules of the Committee on Govern- 
ment Operations. If any witness has not received this information, 
and if he will so indicate, it will be furnished to him, and any others 
who are not here will also be given that opportunity. 

The subcommittee had hoped to take testimony from Mr. Berger 
and Mr. Rhodes as well as those witnesses who are present, today, 
However, I am advised both Mr. Berger and Mr. Rhodes are out of 
the city. 

We will now hear from Mr. Jones. I wonder, Mr. Jones, if you will 
describe for the committee the procedures used in paying export sub- 
sidies on cotton. 


FURTHER TESTIMONY OF G. M. JONES, DEPUTY DIRECTOR, NEW 
ORLEANS COMMCDITY OFFICE, COMMODITY STABILIZATION 
SERVICE 


Mr. Jones. Sir, up until August 1 of this year, and for a number of 
years past, we were selling cotton on competitive bids under export 
provision sales announcements. The sale was effected of baled cotton 
at export prices. 

We also, during the last season, had a payment-in-kind program 
under which the exporters of cotton, upon proof of exportation, were 
entitled to a monetary credit, or subsidy, of 614 cents a pound. The 
monetary credit could be used in the purchase of Commodity Credit 
Corporation cotton. 

Beginning August 1 of this year, we are not offering the baled cotton 
for sale at export prices. There is in effect, however, a payment-in- 
kind program under which cotton may be exported. On proof of ex- 
portation, the exporter earns a payment-in-kind credit of 8 cents a 
pound for Gnitiy he is issued a payment-in-kind certificate. The cer- 
tificate may be used by the exporter in the purchase of cotton from the 
Commodity Credit Corporation or from Commodity Credit Corpora- 
tion sales agencies under the 1959 purchase program. 

Mr. Fountain. What is the approximate amount which the Com- 
modity Credit Corporation has extended in financing cotton tran 
actions under title I of Public Law 480? 

Mr. Jones. Iamsorry, I donothavethat. Wecan supply that. 

Mr. Fountain. Do you happen to know, Mr. Wirin? 
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FURTHER TESTIMONY OF HARRY B. WIRIN, ASSISTANT TO THE 
DIRECTOR, FISCAL DIVISION, COMMODITY STABILIZATION 
SERVICE 


Mr. Winn. Lhave it here. Through May 31, 1959, the total amount 
for which the Commodity Credit Corporation is entitled to receive 
reimbursement from Congress by appropriation was $713,145,553.09. 

Mr. Naveuron. And that represents the Commodity Credit Cor- 
poration investment cost, does it not? 

Mr. Wirtn. Plus the cost of financing. It is the total cost. 

Mr. Naveuton. What would the approximate dollars paid out to 
exporters be 4 

Mr. Wirt. To exporters for the commodity and ocean transporta- 
tion, $522,323,026.60. ' 

Mr. Founratn. Every dollar of this money, of course, came from 
Credit Corporation funds and eventually has to be paid by the tax- 
payer, does it not ? 

Mr. Jones. Yes. 

Mr. Fountain. In fact, that is indicated by the fact that appropria- 
tions have to be made to take care of it. 

Now, I assume it is your position that you want to see that the tax- 

ayers get full value for every dollar spent and that no more money 
should be spent than is necessary ? 

Mr. Jones. Yes. 

Mr. Fountarn. If you were spending Government funds to buy 
something for the Government, you would make every effort to see 
that the Government received the quality that it contracted for at the 
lowest price, would you not? 

Mr. Jones. Yes; I would. 

Mr. Fountain. In financing title I transactions, while you are not 
actually buying anything for the Government, the situation is similar 
in some respects in that you are paying the cost of having the com- 
modity sent to a foreign country, and you are interested in seeing 
that the Government does not pay too high a price to have this ac- 
complished ; is that correct ? 


FURTHER TESTIMONY OF G. M. JONES, DEPUTY DIRECTOR, NEW 
ORLEANS COMMODITY OFFICE, COMMODITY STABILIZATION 
SERVICE 


Mr. Jones. We are interested in seeing, Mr. Chairman, that the 
program functions, from the standpoint of the New Orleans office, 
pursuant to the basic regulations, which do require that we observe 
certain practices in connection with the price at which the cotton is 
financed by the Commodity Credit Corporation. 

Mr. Founrarn. Would you agree that the situation is similar in 
some respects in that we are paying the cost of having the commodity 
sent to a foreign country, similar to actually buying it for the 
Government ? 

_ Mr. Jones. Sir, it is similar, and certainly I want to protect the 
Interests of the Government. 
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There are certain program provisions and certain broad Policies 
and objectives that the Department, under legislation, is trying to 
observe, and there are certain costs incurred whicl h represent losses 

Mr. Founrarn. We understand that. 

Mr. Jones. Certainly, we are interested in protecting the interests 
of the Government. 

Mr. Navueuron. The regulations allow a certain price to be paid, 
and you certainly are interested in not paying one cent higher than 
that price / 

Mr. Jones. That is correct, sir. The requirements we have to fol. 
low are financing the cotton within the range of the prevailing export 
price. 

Mr. Founrarn. And to do this your price review personnel conduct 
a price review on every transaction that you finance, do they not? 

Mr. Jones. Yes. 

Mr. Founrarn. And in conducting the price review is it true that 
you must consider two factors; the quality of the commodity and the 
price, or your price review would not mean anything? 

Mr. Jones. Yes, you must consider the quality of the cotton in 
relation to price at the time of the sale of the cotton. 

Mr. Fountrarn. Since you are financing a transaction between 
other parties, the price test that you use is not the lowest possible 
price, as it would be if you were buying the commodity for the 
Government, but the prevailing range of market prices? 

Mr. Jones. The prevailing range , of export market prices. 

Mr. Founrary. Would you give us an explanation of the term 
“prevailing range of export market prices”? 

Mr. Jones. Within my definition of it, sir, it is the range of prices 
at which the trade at the current time can effect sales abroad of the 
cotton within the preser ibed regulations. 

Mr. Naventon. That would not mean any price at which one ex- 
porter was able to sell to one importer, no matter how high it was, 
would it ? 

Mr. Jones. No, sir; it would not. 

Mr. Naventon. In other words, this means that there is some range, 
but it does mean a competitive price. 

Mr. Jones. Yes, it means a competitive price. 

Mr. Naventon. It would be the same w ay with regard to buying 
commodities in the United States. On wheat, perhaps, you might 
have a 1-, 2-, or 3-cent range at any particular time. 

Mr. Jones. That is correct. 

Mr. Naveuton. This would not include something 10 or 20 cents 
above that price? 

Mr. Jones. That is right. It is within a prevailing range of the 
export market price that they can sell it within. 

Mr. Navewron. Although your price test is not the same as if you 
were buying for the Government—in which case you would want to 
pay the lowest possible price—you do want the same assurance of 
quality, do you not, as if you were buying it—or at least more or les 
the same / 

Mr. Jones. We want to know, sir, in accomplishing our price check 
to see that we are financing w ithin the ‘ange; that we are pricing the 
quality of the cotton that is to be delivered, or exported. 
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Mr. Naventon. Because if that quality was not actually exported 
then the price review would be meaningless? _ 

Mr. Jones. Yes, it would, within a very limited area. 

Mr. Navenron. As I understand it, under the title I program, the 
purchase authorization contains the provisions which are controlling 
as to the quality of commodities which are to be shipped ? 

Mr. Jones. Yes. 

Mr. Naventon. And there are two, as I interpret them, standards 
for quality. The first standard sets minimum limitations on quality 
and in effect says that every bale of cotton shipped must be within the 
universal standards, the deliverable grades ? 

Mr. Jongs. Yes. 

Mr. Naveuron. And it must be thirteen-sixteenths inch in staple 
length. , oe 

Mr. Jones. That iscorrect. That isin all of them. 

Mr. Naventon. That would include a tremendous range of quality, 
and there would be a large number of price variations within the eligi- 
ble cotton, so you have to get it down to finer than that. Every pur- 
chase authorization that has been issued so far as I know has contained 
an additional statement that quality shall be specified in contracts 
between the exporter and the importer; is that your understanding? 

Mr. Jones. Yes, but it must be specified either in the contract on 
the universal standards or U.S. standards, or it may be expressed in the 
contract between the exporter and the importer in terms of type in 
accordance with trade practices. The program does require if the 
contract is effected on a type basis we are to be given, the Department, 
by the exporter the equivalent descriptive standard within the U.S. 
standards. 

Mr. Naventon. Now, when the exporter identifies his type to you in 
terms of universal standards, would you expect that if a sample of this 
type were classed, or let us say if a number of samples of this type 
were classed, that by and large they would turn out to be the grade 
specified as a Government classer would class them ? 

Mr. Jones. I would expect them, sir, to be close to it, I would 
state; they would not necessarily always agree. The exporter may 
have a type of cotton which he would call one thing, and since we 
have not required in all cases that he have the type graded under 
the U.S. standards there could be a variance. 

Mr. Naveuton. You would not expect him, if he had had the 
bales he was going to ship classed, and they had come out a lower 
classification than the official grading certificate, for him to turn 
around and identify this type to you as a higher classification ? 

Mr. Jonrs. If within his knowledge, sir, the cotton were of a lower 
type and he so considered it, and so treated it in effecting the sale, I 
would not expect him to give me a higher descriptive term on it. 

_Mr. Naventon. Let us say that he so treated it as a lower deserip- 
tive type in buying it from you originally, the Commodity Credit 
Corporation. 

Mr. Jones. There is the possibility there, sir—and I certainly 
do not want to be evasive, Mr. Naughton—that he may have pur- 
chased certain bales from us and he may have obtained on them 
grades by a board of cotton examiners in making an export. He 
might make an export of a lot of cotton which would contain certain 
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bales graded by the board of cotton examiners; he might have bales 
graded by the board at a certain descriptive classification; he might 
have other bales, also, graded by a board of varying descriptive clas. 
sifications which for his sales purposes he would combine into a lot 
of cotton that was marketable and that was acceptable to a purchaser 

Mr. Naveuron. Of course, your regulations call, as I understand 
them, for shipment for even running lots. 

Mr. Jones. That is correct, sir. 

Mr. Naueuron. And an even running lot is a lot in which each 
bale is of approximately the same quality. 

Mr. Jones. Within a range, or within an acceptable quality to the 
user or the purchaser of it. 

Mr. Navcuton. Does the term “even running lots” mean an ap- 
praisal of Low Middling seven-eighths combined with a bale of 
Strict Middling 114,¢-inch to come out as an Average Middling inch? 

Mr. Jones. That would be a rather wide variance in the cotton. 

Mr. Founvrain. That would be an unusual situation ? 

Mr. Naveuron. What grade was that ? 

Mr. Jones. Low Middling seven-eighths and Strict Middling 14). 

Mr. Naueuron. It is unlikely that anyone would accept that as an 
even running lot? 

Mr. Jones. I would think so. 

Mr. Fountain. It would have to be a closer range. 

Mr. Jones. A closer range. 

Aside from the grades—and I am speaking in a technical field in 
which I am not too familiar—certain grades that might be combined 
into a lot for merchandising purposes contain factors that would be 
considered, as I understand it, by a user, a mill, or other person, other 
than those factors which are actually described by the grade descrip- 
tion, such as a Middling inch, and the character of the cotton is 
involved in it, which is not reflected, as I understand it, in the grading 
description, so that there are innumerable factors to be considered in 
the merchandising of the cotton and its final utilization in spinning. 

Mr. Naveuton. Have you had experience in the cotton trade, Mr. 
Jones ? 

Mr. Jones. My experience, as far as cotton is concerned, is only 
that which I have obtained in the Department. 

Mr. Naveuton. You have never done any cotton classing? 

Mr. Jones. No, sir; [ have not. 

Mr. Naventon. Or trading in cotton? So primarily does your job 
with the Department consist mostly of documentary work rather 
than field work? 

Mr. Jones. Administrative and documentary work. As far as the 
classification of cotton is concerned under our program that is done 
under the Agricultural Marketing Service by experts in that field. 

Mr. Nauecuron. You would consider them to be the experts on 
marketing practices and classing practices as far as the classification 
of cotton is concerned ? 

Mr. Jones. As far as the classification of cotton is concerned; yes. 

Mr. Naventon. Now, the grade that you use in making your price 
review is the grade which is given to you by the exporter. He either 
tells you that he submits a copy of the contract, or a sales registration 
calling for a sale described in terms of universal standards? 
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Mr. Jones. Yes. 

Mr. Naventon. Or else he submits a contract calling for shipment 
of a particular type of cotton which he identifies to you as a particular 

ade in terms of U.S. standards? 

Mr. Jones. Yes. If it is a type he must give us an expression of 
the standard. 

Mr. Naventon. Your price review is based upon that grade? 

Mr. Jones. Yes. 

Mr. Naveuron. Then you expect that grade will be shipped? 

Mr. Jones. I cannot say that I expect that the particular cotton 
shipped would be stated by a board of cotton exammers actually the 
same as the description he gave to us. I would expect that his deter- 
mination in giving us the grade, where the shipment of the contract 
is on type, be, shall I say, an honest idea of his description of the 
cotton under the U.S. standards. They, themselves, the merchants, 
have their own classers and they call cotton according to their version 
of the standards. 

Mr. Naventon. Of course the Commodity Credit Corporation does 
not deal in the merchants’ version of the standards, it deals in official 
US. grades. 

Mr. Jones. The Commodity Credit Corporation does with respect 
to its purchase and sales when grade is involved, and of course in price 
review, we review the price in the light of the U.S. standards descrip- 
tion of the cotton. 

Mr. Naveuron. On commodities other than cotton, when the price 
review is made, usually there is an official inspection certificate as to 
the quality of the particular commodity. 

Mr. Jones. That is my understanding, but I am not versed on the 
other commodities. Our oflice does not handle anything but cotton, and 
cottonseed products. 

Mr. Naveuton. On cotton the only assurance you have of the actual 
quality of the cotton is the invoice and the other representations made 
to you by the exporter. You make no independent inspection ? 

Mr. Jones. We make no independent inspection of the actual cot- 
ton. We have not in the past made any actual independent inspection 
of the cotton. We nll, and could, of course, under the provisions 
of the program, require determinations to ascertain that the U.S. 
description given us does represent the cotton that was shipped, within 
a reasonable range. 

Mr. Naveuron. I belive that you are familiar with, or at least you 
have heard of the examinations made by the General Accounting Office, 
working with the subcommittee, from which they have come to the 
conclusion that quite a number of bales of cotton which were sold by 
the Commodity Credit Corporation and which were later reclassed 
resulting in a substantial refund, had been shipped under title I financ- 
ing at the same grade, or even a higher grade than the original classi- 
fication. 

Do you have any information to indicate the work that the General 
Accounting Office has done here is not accurate—in other words, their 
figures ? 

_ Mr. Jones. With respect to their figures, Mr. Naughton, our office 
is currently checking the detailed information contained in the Gen- 
eral Accounting Office to ascertain that the bale identification and 
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the various classifications given us by the General Accounting Office 
are consistent with our records, which I am certain they will be. Buy 
with respect to the accuracy of the reported information in its entirety, 
T am not in a position to make a statement. We are checking that, Mr 
Naughton, and I confirmed that with my office by telephone yesterday, 

Mr. Naveuton. And so far you have turned up nothing to indicat 
that the figures that the General Accounting Office presented—and J 
am not talking about any conclusion they made—are inaccurate? 

Mr. Jonrs. Nothing, sir, to indicate there is any inaccuracy with 
respect to the basic data, the bale identification and the class, and | 
understand that is what you are interested in. That is currently being 
done and I do not have a report on it. 

Mr. Naventon. To your knowledge, did any other official of the 
New Orleans office have factual knowledge that any shipment financed 
under title I included cotton which had been sold and reclassified by 
the Commodity Credit Corporation at a much lower grade? 

Mr. Jones. No, sir, I do not have knowledge, or to my information, 
did anyone else in the office have knowledge of it. We were not under 
the program making any comparison, or any control as between the 
quality of the cotton we sold under the export programs and had re. 

raded, and the corresponding grades of cotton shipped under Public 
ee 480. Our records were not established to do that. We were not 
required to do it. 

Mr. Navewron. And since you had only the representation of the 
exporter that the quality was as stated, there was nothing in the doev- 
ments on which you could base an objection ? 

Mr. Jones. Nothing in the documents themselves on which we could 
base an objection, Mr. Naughton. 

Mr. Navcuron. In other words, the documents presented by the 
exporter showed that he was shipping the contract quality, and your 
review was made on the basis 

Mr. Jones. That is with respect to the documentation. As far as 
the documentation coming in covering shipment is concerned, we do 
check that documentation against the initial registration of the sale 
by the supplier to see that the evidence with respect to the export 
conforms to the reported information on the sale, but again, as you 
state, we were working on documents. 

Mr. Naueuron. You go back, and you are comparing one bit of 
information that the exporter has given you on his invoice with another 
representation that he has made to you in his contract. 

Mr. Jonxs. That is correct. 

Mr. Naueuron. And, of course, if those two do not compare, you 
would then question it ? 

Mr. Jones. That is correct, sir. 

Mr. Naveuton. But if they compare, even though in actual fact 
che cotton being shipped is of a far lower quality than the cotton 
represented, you have no way of finding that out ? 

Mr. Jones. In connection with the New Orleans oflice operation, 
there, sir, no; but I think it is proper to add under the provisions of 
the program itself there is a requirement that the cotton received 
abroad by the importer be inspected and examined, and there are pro- 
visions for arbitration and appeal of the classification. As a matter 
of practice, I would say that in the dealings between your exporter and 

your importer there is a self-checking provision in there. 
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Mr. Naventon. Of course, you do not rely upon the importer check- 
ing the shipment when you approve the documents ? 

Mr. Jones. No, sir. 

Mr. Naventon. And although the Commodity Credit Corporation 
could call for arbitration under the regulations, it never has called for 
arbitration. Am I right on that? 

Mr. Jones. It hasnotas yet. Weare preparing to do it. 

Mr. Naveuton. So, of course, you are obviously not relying on the 
arbitration provision to protect your interest in making these pay- 
ments. ‘ 

Mr. Jones. We were relying upon negotiations, the transactions be- 
tween the importer and the supplier, to see that the exporter delivered 
to the importer the cotton that was described in the agreements them- 
selves, because if he did not we could certainly rely upon the importer 
taking an exception and requiring an adjustment with the supplier. 

Mr. Naveuton. [ am sure that it would be logical to expect that 
this would help you, but your basic reliance is upon the documents 
submitted by the exporter. 

Mr. Jones. Our basic reliance for price review was on the 
documents. 

Mr. Naueuton. And for later review of the payments made to 
the bank to reimburse / 

Mr. Jones. That is correct. 

Mr. Naucuton. If at any point these documents did not indicate 
proper quality being shipped, you would question the transaction ? 

Mr. Jones. We would. 

Mr. Naueuton. In any of these cases where cotton which had been 
bought from the Commodity Credit Corporation and reclassed at 
a lower classification, if you had known the exporter was shipping 
cotton he had bought from you at a lower grade, and this was the 
latest evidence available of grade, would you have approved that 
without question ? 

Mr. Jones. Actually, the price approval had been made, as you 
have indicated, sir. Had we found out, or if we do find out, that 
there is such a variance as to warrant a review of our price review, 
to be sure the exporter is effecting his contract within the prevailing 
range of prices, we would certainly question the matter and endeavor 
to find out whether or not we properly price reviewed. If we found 
we did not, we would take such action as the circumstances or the 
facts warranted in our opinion, to be sure we were approving prices 
that were within this prevailing range. 

Mr. Naveuton. So with regard to these transactions that the Gen- 
eral Accounting Office is questioning, if you had had information 
as to what apparently went on at the time that it happened, you 
would have questioned the transactions then ¢ 

Mr. Jones. I am sorry, Mr. Naughton, but I do not yet have 
enough information to give a categorical answer to that. We have 
instructions from Washington to review those particular transactions 
in the light of the information that the General Accounting Office 
has developed, and to determine whether or not our price review 
Was appropriate or was not appropriate. I cannot state with respect 
to the particular grades that I would be in a position, or would 
consider the department or office was in a position to jist go out 
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and file a claim. We have to look at it in the light of the price range, 

Mr. Naveuton. I am not necessarily talking about filing a claim, 
but questioning a transaction and earmarking it for possible claims 
action rather than marking the document approved and filing it away, 

Mr. Jones. That is correct. We will review those partic ular Cases, 
and any other cases observed that are brought to our attention wher 
there might be a wide variance which would nullify the effectiveness 
of the price review. 

Mr. Naventon. Would you say that you have usually completed 
your review or examination of documents on cotton transactions 
before the cotton actually arrives at the foreign port ? 

Mr. Jones. I would hesitate to say that, sir. I do not know. We 
have been able rather promptly to review the documents that came 
in, depending on the workload that we have at a given time. 

Mr. Founvarn. Let the record show that soon after the meeting 
of the subcommittee convened, Mr. Langen and Mr. Smith joined us, 

Mr. Navemron. You examined Mr. Biges’ testimony of March 95, 
did you not? 

Mr. Jonrs. Yes; I read that testimony. 

Mr. Navenron. Would you say from your examination that it 
might be possible for someone, particularly if they were not versed 
in the cotton trade, to get the impression that the procedures of 
the New Orleans eee e were somewhat different from what you have 
described to us today, and from what we have received in other 
testimony ? 

Perhaps I should ask a specific question and say that I think it 
is possible to get the implication from Mr. Biggs’ testimony that 
the New Orleans office was willing to finance any price agreed upon 
between the exporter and the importer regardless of the quality 
shipped. 

Mr. Jonrs. Then your question, Mr. Naughton, is whether I think 
from the testimony that conclusion can be drawn? 

Mr. Navucuton. Yes. 

Mr. Jones. From certain sparta ments in it, sir—as well as I could 
absorb the testimony in one reading—I think a conclusion might 
be drawn that we were conc reid only with the price. That, sir, 
is not the case with respect to the New Orleans office, nor is it Mr. 
Biggs’ position. 

Mr. Naveuton. I wanted to make that clear. Insofar as anyone 
would draw that conclusion, you think that it would be inaccurate 
as far as it represents Mr. Biggs’ position ? 

Mr. Jones. Yes; I do. 

Mr. Navewron. The procedures are as you have described them 
today. 

Mr. Jones. That is correct. I may add there, with respect to the 
price review, and if there is a conclusion drawn from Mr. Biggs’ 
testimony to the effect that he was concerned only with the price, 
so to speak, between a supplier and an importer, that Mr. Biggs’ 
own actions in the New Orleans office are to the contrary because 
we have conducted price reviews in line with my earlier statement, 
and we have been endeavoring within our office to strengthen the 
effectiveness of the price review. We have in the past—I would say 
within the past 6 months particularly—revised our methods of price 
review. We have in particular taken steps, and when I say “we” 
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I mean Mr. Biggs, to document more fully the price review determina- 
tions. Mr. Biggs does state in the testimony, as I recall it, that 
actually a form A classification, for instance, would be a conclusive 
method of effecting an effective price review. I would say that that 
reference in itself is an indication of Mr. Biggs’ interest in the price 
review matter. 

Mr. Naveuron. I think that it might be good if you would explain 
for the record why you are here instead of Mr. Biggs at this time. 

Mr. Jones. I would like to state for the record that Mr. Biggs’ 
health is not good. In fact, he is currently spending considerable 
time in the clinic in New Orleans. Further, Mr. Biggs has applied 
for retirement, and is retiring from the department and from Govern- 
ment service as of the end of September, and I expect that he will 
be on terminal leave beginning September 12. 

Mr. Founrarn. How long has Mr. Biggs been with the depart- 
ment 

Mr. Jones. Twenty-five years, Mr. Chairman, this month. 

Mr. Founratn. I got the impression while he was here he probably 
was not feeling too well. 

Mr. Jones. He has not been very well for some time. Frankly, 
Mr. Biggs is, as I recall, approximately 68—very near the mandatory 
retirement age. The pressures of his duties coupled with his health, 
have, according to my view, induced him to retire at an earlier age 
than he might have. 

Mr. Fountatn. I think that if I were engaged in this type of work 
I would retire early. 

Mr. Naueuron. I think that this probably clarifies most of any 
confusion there might be about Mr. Biggs’ testimony. Perhaps we 
can take it up with him later, or get any additional information we 
need from Mr. Biggs. 

Mr. Fountain. I did not catch it at the time, otherwise we might 
have given him a chance to make a further statement and he might 
have clarified it. 

Mr. Jones. Thank you, sir. I am sure that he would have. May I 
add one thing further with respect to the price review, Mr. Chairman? 

Not only has Mr. Biggs been interested from his operational stand- 
point in making the price review effective, but we have received addi- 
tional and further instructions from our Washington office with 
regard to steps which we are to take. I understand that a continuing 
effort is being, and will be, made to see that the price review is as 
effective as it can be. 

Mr. Fountarn. Mr. Jones, do you know a man by the name of 
Morris Wolf? 

Mr. Jones. Yes, I do. 

Mr. Founra1n. I am told that he iscommonly called “Pete” Wolf. 

Mr. Jones. Yes, he is. 

Mr. Fountarn. How well do you know him? 

Mr. Jonrs. I have known him in a business way, Mr. Chairman, 
for a number of years—I would say 10 to 15 years. I do not recall 
exactly. 7 F 

Mr. Founratn. Have your contacts with him been limited to those 
occasioned by your official duties? 

Mr. Jones. Yes. 
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Mr. Fountatn. Would you please tell us what you know about Mr, 
Wolf with respect to the operation of the New Orleans commodity 
office ? 

Mr. Jones. That goes back quite a number of years, and I wil] 
from my recollection give you the best information I can. 

Mr. Wolf, as I rec call, was originally affiliated with a firm operated 
by a Mr. Kirby Newber ger in New Orleans. He was either an em. 
ployee or a member of the firm—I do not know—and for a number 
of years Kirby Newberger dealt in cotton. He was a cotton merchant 
or broker and purchased from the Commodity Credit Corporation, 
After the death of Mr. Newberger, which was some 10 or 12 years, or 
perhaps 15 years ago, Mr. W olf ‘went into business in the firm of 
Wolf & Co. He was a broker. I think he is a member of the New 
Orleans Cotton Exchange. I know he is. As far as the New Orleans’ 
office transactions are concerned, I think he at times purchased cotton 
for his own account, and he was instrumental over a period of time 
in the submission of bids to the New Orleans office for other concerns, 
He is still in business under the name of Wolf & Co. but in recent 
years we have had very little business dealings with Mr. Wolf. 

Mr. Founratn. Mr. Naughton, do you have anything to add to what 
he has told us ? 

Mr. Naueuron. Yes. 

Mr. Jones. Of course, there are quite a number of additional details 
on the transactions of Mr. Wolf, but I do not know how much detail 
you want me to go into. 

Mr. Naueuron. Perhaps I should wait until you have gone into the 
matter more. 

Mr. Founrarn. I think that this might be a good point to get it. 

Mr. Naventon. Mr. Wolf was indicted : along with a number of other 
individuals on March 28, 1956, on charges of conspiring to fix prices 
and allocate bids on the purchase of cotton from the Commodity Credit 
Corporation. The indictment was withdrawn in December 1957, but 
I understand from the Justice Department that the reason for the 
withdrawal was not upon the merits of the case, but because a collat- 
eral issue arose with respect to the fact that the grand jury witnesses 
had been sworn to secrecy. The Justice Department did not wish to 
try this particular legal issue in connection with the trial of Mr, Wolf 
because of its possible effect. on other cases, so therefore they chose 
to withdraw the indictment and the consent decrees were signed with 
all but two of the defendants. 

There were five comp: anies involved, all of whom incidentally were 
represented on the Secretary of Agriculture’s Cotton Export Advisory 
Committee. The five firms and individuals who were indicted with 
Wolf have signed consent decrees in effect agreeing not to carry on the 
practices which they had previously carried on of using, or allegedly 
using, Wolf as the means by which they placed their bids to the Com- 
modity Credit Corporation for cotton. Wolf, as I understand it, still 
has legal action against him, civil action, for an injunction to prohibit 
him from in any way conspiring or carrying on a course of conduct 
designed to reduce competition in the purchase of Commodity Credit 
Corpor: ition cotton. 

As I understand it, the method of Mr. Wolf’s operation was that 
through a contract with the International Business Machines Corp., 
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as soon as the Commodity Credit Corporation catalog came out on 
cotton, he would have his own card file made up by the International 
Business Machines Co., which enabled him to keep a closer check on 
sales and just what cotton was available and at what price. Accord- 
ing to some information, Mr. Wolf at one time had practi ally all the 
important firms in the cotton business, except Anderson & Clayton, 
signed up as his clients, so instead of placing bids on cotton directly 
with the Department of Agriculture, Wolf's clients would call him 
about a particular lot of cotton. 

It is alleged that if another one of Wolf’s clients had previously 
placed a bid upon that cotton, he would so advise the next client and 
suggest an alternate lot of cotton, and that all of the bids placed 
through Wolf were at or very close to the minimum price at which 
CCC would sell cotton. This in effect reduced competition greatly, 
because so long as they coordinated their activities through Wolf, his 
clients did not have to worry about another one of his clients, repre- 
senting a very substantial portion of the trade, trying to get the same 
cotton on which they had placed bids. The major competition they 
would have, simply would be that Anderson & Clayton, which I am 
told never utilized Wolf’s services, might happen to place a bid on the 
same cotton. 

Mr. FounrArn. Would you agree that that would reduce competi- 
tion, Mr. Jones ? 

Mr. Jones. Yes. It is our position that if Mr. Wolf could do that 
which Mr. Naughton has explained, that is, deal with the parties di- 
rectly who were going to purchase Commodity Credit cotton and pre- 
clude them, preclude two or three of them, say, from putting in a bid 
ona particular lot of cotton, it would tend to minimize the price which 
we would receive. 

Mr. Naventon. Is there anything in the statement I have made 
that you would like to correct or expand upon ? 

Mr. Jones. Not that I know of, Mr. Naughton. 

Mr. Founrarn. Mr. Jones, when Mr. Biggs testified last March, 
we asked him some questions concerning Mr. Wolf’s operations, al- 
though not in detail, and Mr. Biggs stated, and I quote: 

I tried to stop that long before it was stopped. I worked on that 3 or 4 
years, but I didn’t get it stopped. 

Can you tell us when Mr. Biggs first became aware of Mr. Wolf’s 
activities ? 

Mr. Jones. To my recollection, sir, and based on information which 
I was able to obtain from our files, I know that in 1950 Mr. Biggs was 
objecting to the activities of Mr. Wolf. Mr. Wolf had at one time 
been placing bids under powers of attorney for different merchants, 
and Mr. Biggs very much objected to that. We took action—Mr. 
Biggs took action in consultation with our Washington office to pre- 
clude the placement of bids under powers of attorney by Mr. Wolf. 
That was in 1950. 

At one stage, it might have been in 1950 or earlier, Mr. Chairman, 
Mr. Biggs disapproved and notified Mr. Wolf that we would not 
accept bids under powers of attorney. 

Mr. Founrary. When was that ? 

Mr. Jones. Asearly as January 1950. 
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Mr. Fountarn. You say action was taken to try to stop it. What 
type of action was taken ? 

Mr. Jonxs. He was notified that we would not honor bids which 
he submitted under powers of attorney, and that we wanted to dea] 
directly with the purchasers of cotton. 

There is correspondence in 1950 expressing that viewpoint, and at 
that time we received from our Washington office concurrence in that 
policy of not permitting Mr. Wolf to submit bids for others. 

Mr. Fountain. To whom was the New Orleans office report directed 
in Washington ? 

Mr. Jones. On this matter, sir, at this time we were dealing with 
the Cotton Branch. 

Mr. Founrary. Who was the individual ? 

Mr. Jonrs. Mr. C. D. Walker was Director of the Cotton Braneh, 

Mr. Naueutron. Was that the man to whom the report was ad. 
dressed ? 

Mr. Jones. We were also corresponding with Mr. John H. Dean, 
Assistant Director of the Cotton Branch. It was the Cotton Branch 
at that time. 

Mr. Naucuton. Who was this particular report sent to in 1950? 

Mr. Jones. This particular report, the one I have here, sir, is 
addressed to Mr. Dean. 

Mr. Naveunton. Why was that report sent to Mr. Dean? 

Mr. Jones. We were corresponding generally. I don’t know 
whether Mr. Walker was there or not, sir. I assume he was. But 
we generally had correspondence either with the Director or the 
Assistant Director of a division. 

Mr. Naventon. For the record, Mr. Dean was the Deputy Director! 

Mr. Jones. Yes, sir, and he was very active, as I recall, at that time, 
Mr. Walker left the Department service. I don’t recall when. I don’t 
remember whether it was around that time or later. But it was 
customary on various matters to deal either with Mr. Walker and 
address the correspondence that way, or directly to Mr. Dean. There 
is other correspondence on the same subject along about that period 
which we addressed to Mr. Walker. Our telegram of advice from the 
Washington level in regard to powers of attorney came to us from 
Mr Walker. I am sorry, that is what I am trying to locate here in 
this file. 

We did have a telegram of February 9, 1950, from Mr. Walker 
authorizing Mr. Biggs to determine whether or not the powers of 
attorney should be accepted, and the Washington office concurred in 
Mr. Biggs’ refusal to accept the powers of attorney. 

That was one step, sir, taken to preclude the submission of bids 
in any such manner as would eliminate competition on the sales. 

It appears, and it is my understanding from what I have subsequent- 
ly heard and from developments in the litigation that Mr. Naughton 
cites, that while the action we took was expected to accomplish the 
end we sought to accomplish, it didn’t do it; and my recollection is, 
and I believe Mr. Naughton cited that fact, that in a later period Mr. 
Wolf continued to operate, and that at least in some cases the bids, 
while being signed by the merchants who submitted them to us, had 
an “i in actuality or in effect in blank, and the bids filled in by 

fr. Wolf. 
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It is my understanding from what I recall and from some material 
that I have read that it was Mr. Wolf's position that he was not elimi- 
nating competition, and that in effect the Government was getting a 
better price than it would normally have gotten for the cotton. But 
that, of course, is an issue that was handled well above me, I am glad 
tosay. 1 don’t know what the determinations were. I did not see the 
investigation reports on that. 

I might add that later in 1955, Mr. Biggs took up with the Washing- 
ton office the question of Wolf’s operations 

Mr. Fountarn. What year? 

Mr. Jones. In 1955. I have a memorandum of April 16, 1955, from 
Mr. Biggs to Mr. F. Marion Rhodes, Director of the Cotton Division, 
restating an objection of Mr. Biggs to the ope rations of Wolf and re- 
viewing certain of the past material. The result of that was, in effect, 
in 1956 the placement in our sales announcements of certain provisions 
which then were designed and were thought definitely would keep any- 
one from conducting an operation such as Mr. Wolf had conducted. 

There are provisions in our sales announcements which preclude a 
bidder from using the services of another in determining the price. 
Imight read it. I think this is the current one. 

Mr. Fountain. What is the date of the first announcement to that 
effect ? 

Mr. NaueuTron. It wasshortly after the indictment, was it not ? 

Mr. Jones. I believe it was. When was the indictment ? 

Mr. Navauton. March 28, 1956. I think May 7, 1956, was the 
time the regulations were changed to prohibit it. 

Mr. Jones. There was a certain provision in earlier announcements 
which it was thought or considered would prohibit it, but which the 
attorneys ruled would not. 

Mr. Founrarn. What attorneys? 

Mr. Jones. The Department’s attorneys. As a result of that, I as- 
sume again that the stronger provision was developed. 

This language is contained in our current sales announcements, and 
] will have to verify the exact terminology unless perhaps some of the 
other gentlemen can confirm it. 





By submitting an offer the offerer warrants that he has not employed or util- 
ized any person, firm or organization which (1) furnished any information or 
service which might tend to prevent, limit or restrict competitive bidding on cot- 
ton hereunder or (2) furnished any assistance to the offerer in the calculation 
of prices if such person, firm or organization has assisted or is assisting other per- 
sons submitting offers hereunder in the calculation of prices. 

We were instructed to put that in a particular sales announcement 
then current, and also to incorporate it in any other sales announce- 
ments under which we effected cotton sales. 

Mrs. Dwyer. Mr. Chairman, may I ask a question at this point ? 

T ° . 

_Would you, sir, then say that the Department was attempting to 
tighten the loopholes in this sort of operation ? 

Mr. Jones. Yes, Mrs. Dwyer; we definitely were. 

Mrs. Dwyer. That is all, Mr. Chairman. 

Mr. Founrarn. When was that first attempt made by the Depart- 
ment ¢ 

Mr. Jones. On the record that I have available. sir, I think you 
would say the attempt was in early 1950, or it may have been slightly 
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prior to that—I cannot tell from this reeord—by precluding the opera. 
tion under powers of attorney. 

Mr. Founrarn. However, in spite of what was done, Mr. Wolf's 
activities were not effectively stopped in 1950. He continued to 
operate in business after that time. 

Mr. Jones. Yes, sir; he did, under this system, which was the sub. 
ject of investigation and Justice action. 

Mr. Founrartn. Did you and Mr. Biggs and other personnel in the 
New Orleans office know that Wolf was continuing to operate after 
1950? 

Mr. Jones. No, sir; we didn’t know that he was operating in a man- 
ner which tended to limit competitive bidding. 

Mr. Naventon. Did you know he was acting to submit bids for 
other persons, or performing some kind of service on their bids? 

Mr. Jones. He was running, as I recall it, Mr. Naughton, a catalo 
service, that is, giving information to persons with respect to cotton 
which was available for sale, et cetera, but I do not recall and I am 
quite certain that neither I nor anyone in the office had knowledge 
to the effect that he was operating in this objectionable manner, 

Mr. Naveuton. Did you have any knowledge or suspicion that he 
might be doing something with respect to submitting bids? Could 
you tell when a bid came in that Wolf had anything to do with it? 

Mr. Jonss. No, sir. We would not necessarily have been able to 
do that. Of course, if it had come in in his envelopes we would have 
known it, as I recall. 

Mr. Navueuron. Is it not true that his envelopes were somewhat 
larger or distinctive from those used by other bidders, and the form 
he used, while a copy of the CCC form, was slightly larger than the 
CCC form ? 

Mr. Jones. That could be possible, but then other persons in the 
trade, too, used their own forms for bidding. Perhaps we should 
have picked it up, but we didn’t, Mr. Naughton. 

Mr. Naventron. Didn’t anyone in the office—I seem to have heard 
somewhere that a check was made and a compilation was made of the 
bids which were submitted through Mr. Wolf. 

Mr. Jones. After a certain period—I don’t remember the date of 
it—we tried to identify anything which came in on those particular 
forms 

Mr. Naventon. So you did know 

Mr. Jones (continuing). Of which you spoke, but that was along 
about the time of the investigation, as I recall it, Mr. Naughton. 

Of course, persons either submit their bids to the New Orleans 
Office by mail, by telegram, or they can be delivered in person. 

Mr. Fountarn. Then despite any attempts that your office in New 
Orleans made to stop his activities, it is true that he remained in 
business in pretty much the same fashion, at least until 1956. 

Mr. Jones. Yes, sir; with one exception which I think is pertinent. 
Within that period of 1950-56, actually our sales of cotton were very 
‘limited, and the volume of cotton being sold was not in issue. There 
was a certain period of time from about 1952 to 1954 when we were 
not, so to speak, in the market at all because of broad policy objectives 
and because of the limited stocks of cotton resulting after the Korean 
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war. So our sales were very slight over a period of, say, 4 years or so, 
and within a period of a year and a half we were not selling any cotton 
at all in that interval of time. 

When we got back into heavy sales again was in 1956 when we 
started the export programs. 

Mr. Fountain. Did your office consider the advisability of simply 
changing the regulations in order to prohibit bids being furnished by 
Wolf, or on the basis of information provided by Wolf ? 

Mr. Jones. No, sir; only to the extent that I have described. 

Mr. Naueuton. Would you have had authority to change the regu- 
lations if you wanted to? Would Mr. Biggs? Or was that a matter 
for Washington ? 

Mr. Jones. It would have to have been done in consultation with 
the Washington office, because the terms under which we sell are de- 
veloped in Washington, I would say, with an expression of Mr. Biggs’ 
views. The primary responsibility for the sales provisions rests in 
Washington. 

Mr. NaucuTon. So that Mr. Biggs had no authority to change the 
regulations himself in order to preclude Wolf’s operations. All he 
could do was interpret them the best he could. 

Mr. Jones. I would say that is correct; yes, sir. And, of course, 
I might add that we in the New Orleans office, and I am sure Wash- 
ington, too, are interested in as many bids as we can get. We don’t 
want to issue any regulation that precludes proper bidding or that 
would tend in any way to do it. A question of bid terms has to be 
given very careful consideration. 

In reviewing this, I obtained certain figures yesterday with respect 
to the sales in this period for my information. Unless we did get 
again into heavy sales, our problem would not have been so acute. 

Mr. Fountain. Would the Cotton Division in Washington have 
had the authority to change the regulations in order to prohibit bids 
being furnished by Wolf or even on the basis of information pro- 
vided by Wolf? 

Mr. Jones. I do not recall at that time, sir, whether the Cotton 
Division within its own action could have taken it or whether they 
would have had to confer with other Washington departments or 
officials. 

Mr. Naventon. It probably would have come through the opera- 
tions, would it not, the Deputy Administrator for Operations? 

Mr. Jones. As [I recall, sir, that particular position was not in ex- 
istence at that time. 

Mr. Naveuron. Later it was, though. 

Mr. Jones. Later it was; yes. Anything currently, any of our in- 
structions do come through Mr. McGregor, the Deputy Administrator 
for Operations, 

Mr. Navauton. They are developed in the Cotton Division ? 

Mr. Jones. Developed, as I understand, in the Cotton Division and 
approved here. How high that level of approval is, I don’t know, 
but: some of the other gentlemen could probably tell you. 

Mr. Founrarn. It is true that, in February 1955, Mr. Biggs asked 
Mr. Rhodes of the Cotton Division in Washington whether he might 
prevent Mr. Wolf’s activities under the current regulations applicable 
to CCC cotton sales, is it not ? 
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Mr. Jones. In February of 1955? 

Mr. F OUNTAIN. February of des 

Mr. Jonxs. I think perhaps we are referring to February of 1950, 
That is when we had the eereapasdeais e with Mr. Walker, Mr. Chair. 
man, February of 1950. 

Mr. Naucuton. This is later correspondence. 

Mr. Founrarn. This is later correspondence. Our information jg 
that Mr. Rhodes replied 

Mr. Jongs. I am sorry, sir. 

Mr. Founraty. Which is information that you have already given, 
that the Solicitor’s Office had ruled that Wolf could not be prec sluded 
from oper ‘ating under the regulations then in effect. 

Mr. Jones. That is correct, sir. That was in 1955, and pertained 
to a particular provision in a then effective sales announcement. The 
Solicitor did rule that under the terminology then contained in the 

sales announcement, the purchase of cotton by members of the trade 
through Wolf could not be precluded. 

Mr. Founratn. After the Solicitor’s Office made this ruling, is it 
true that Mr. Biggs again urged that action be taken to end Wolf's 
operations ? 

Mr. Jones. Yes, sir; I think that is correct. If I may review this 
just a moment, I can find it in this file. 

Mr. Founratn. My information is this action was taken on April 
16, 1955, by a memorandum of Mr. Biggs to Mr. Rhodes. 

Mr. Jones. Yes, sir; that is correct, sir. 

Mr. Founrarn. In the April 16, 1955, memorandum from Mr. Biggs 
to Mr. Rhodes, there is a statement that— 





We have been told that it is the general impression in the cotton trade that 
Wolf has an inside track and that the firm is in a position to give the trade in- 
formation which it does not get otherwise. 

I wonder if you can tell us just what kind of information Mr. Wolf 
would be able to give the - ade which it could not otherwise get. 

Mr. Jonrs. Frankly, sir, I don’t know. The information that was 
available from the New Orleans office and from the Washington level 
on sales and sales policy was general information and avail: ible to all. 

Mr. Fountain. Youdo not know wht Mr. Biggs—— 

Mr. Jones. Unless the reference could have been possibly to the 
effect that through transactions with the trade, Mr. Wolf knew what 
other trade people were doing. That would be my only conclusion 
on It. 

Mr. Naveuton. Would it be helpful in his operations if he would be 
able somehow to find out what minimum price had been set ? 

Mr. Jones. Yes, sir; it would, to him or anyone else. As I recall, at 
one time there was a position expressed that Mr. Wolf could keep up 
with information, being a catalog holder and, if he were a catalog 
holder operating with a record of the stocks available, he could serve in 
an advisory capacity to small concerns which probably did not want 
and don’t keep up themselves currently with the cotton market or the 
cotton policies, and so forth. 

Mr. Navueuron. Of course, his operations were based to some extent 
on apparent assurance that he could help the particular bidder to get 
their cotton at or close to the minimum price at which CCC was selling. 
Wasn’t that the whole tenor of his operation ? 
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Mr. Jones. That I would assume would be it in part, and in great 
art. Then other services which he possibly could be ina position or 
might render them on paperwork, and so forth, would be an induce- 
ment, perhaps. 

Mr. Naveuton. He did make some representations, I believe, in 
circulars advertising his services, to the effect that he would be able 
to get cotton for them at the minimum; “to the point,” I think he ex- 

ressed it at one time. 

Mr. Jones. Yes, sir; I think he did, too. 

Mr. Naveuton. In other words, he hit it right on the nose. 

Mr. Founratn. How did he know he could do that 4 

Mr. Naveuton. I don’t know how he knew. He just said he could. 

Mr. Fountain. Do you know how he could ? 

Mr. Jones. I don’t know how he could, either, sir. He had no infor- 
mation, certainly, with regard to policy or pricing that was not com- 
monly available to everyone. As far as minimums are concerned, gen- 
erally under the programs the minimums are not announced. _In the 
past, I think we did have some programs—I am not too sure of that— 
where cotton was sold at a flat price, but that is not in recent years. 

Mr. Fountatn. What office supplies or has available information 
concerning the minimum ? 

Mr. Jones. The New Orleans office, sir, and, of course, the Wash- 
ington level has information on the prices at which we are selling. 
Then on competitive bidding the minimum price, and, of course, there 
are certain minimums which anyone in the trade can figure, such as 
your legal minimum where you are currently, say, 110 percent of your 
choice B plus carrying charges. That could be figured by anyone, 
and perhaps Mr. Wolf could figure that or some large concern could 
figure it and keep up with it much more readily than a small buyer 
could. 

Mr. Fountarn. But he would have no way by 
uring the minimum to the point. 

Mr. Jonrs. No, sir; not if we were on the market price, he certainly 
could not, nor, of course, as I think I indicated yesterday, when we 
are selling on a competitive basis as we are doing, neither he nor any- 
one else could know who else was going to put a bid in there and take 
the cotton away from them. So he could not assure anybody at any 


time that a bid he placed for them would result in the award of 
cotton. 


that process of fig- 


Mr. Naveuron. He may have been engaging in a little puffing, but 
he was pretty successful in his operations, was he not ? 

Mr. Jones. I think he is a suecessful individual. I think he was 
successful in his operations; yes, sir. I don’t know to what extent. 
Thave no idea. 

Mr. Navenron. Mr. Biggs estimated at one time that 60 percent 
of the cotton sold by CCC was going through Wolf. 


Mr. Jonns. A good percent of it did at one level prior to the time 
of his being excluded. 
Mr. Founrarn. It is possible he may have been engaging in some 


of the salesmanship which we frequently hear referred to on the radio 
in Washington. 


To your knowledge, did Mr. Wolf have any relations with any of 


the employees of the New Orleans commodity office on a basis other 
than business ? 


64140—61—-pt. 2-22 
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Mr Jones. No, sir. 
Mr. Fountain. To your knowledge, did he ever entertain employees 
or give them presents 4 

Mr. Jones. No, sir. I might state that at one time I received g 
present from him. That has been many, many years ago. 

Mr, Fountain. How long ago has that been 

Mr. Jonrs. I don’t know, 10 to 15 ) years. 

Mr. Fountain. Whi at type of present was it ? 

Mr. Jones. It was whisky. 

Mr. Fountarn. How much whisky was it? 

Mr. Jones. I think it was two or three bottles. I don’t remember, 
Mr. Fountain. It was left at my home, and subsequently when it was 
left there, I informed my wife and son and it was to be rejected as 
everything else is at the door. 

Mr. Fountain. Have you ever heard any reports indicating that he 
might have entertained employees or given them presents 

Mr. Jonss. No, sir; I have not. 

Mr. Fountain. Of a more substantial nature? I ask this question 
just to get it in the record for your benefit, in view of what you said: 
Have you associated with Mr. Wolf outside of the office ? 

Mr. Jones. No, sir. I think actually, Congreesman-—I don’t re- 
rr when it was—I think I was in Mr. Wolf’s home on one 

casion many years ago, but it was on a business meeting. Other 
than that, I have had no outside and no social relations whatsoever 
with Mr. Wolf, and I am quite sure no one in the New Orleans office 
has, because I think I caale have known and Mr. Biggs would have 
known. 

Mr. Fountatn. Being in public office, I know it is almost humanly 
impossible, with the persistence of some of these people engaging in 
business, not to be contacted by them or to be offered some little 
gratuity in some form. Whether it does any good or not, they cer- 

tainly think it does and they hope it will. 

Mr. Jones. You are certainly right, sir. 

Mr. Fountarn. On March 28, 1956, Mr. Wolf was indicted on a 
charge of conspiracy to fix prices, as has been pointed out, and to 
allocate bids on purchases of cotton from CCC. It was not until 
after that time, was it, that the CCC sales policy was changed to 
prohibit making bids through or with the assistance of Mr. Wolf? 

Mr. Jones. That is correct, sir. That is the first, what I consider 
now, effective provision on that. 

Mr. Fountain. Other than the power of attorney proposition. 

Mr. Jones. That is right, sir. Of course, that was a step but, as 
you indicated and Mr. Naughton indicated, we didn’t accomplish the 
ends that we thought we were going to accomplish. 

Mr. Fountatn. Were New Orleans office officials ever called to 
Washington to confer about ways of stopping Mr. Wolf’s activities? 

Mr. Jones. I don’t know, sir, whether they were called to Wash- 
ington. I was not. I don’t know whether Mr. Biggs was. I know 
that Mr. Biggs had a number of discussions on it, I am sure, on the 
telephone and I[ believe in Washington. 

Mr. Fountatn. He came to Washington frequently ? 
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Mr. Jones. Yes, sir; he came to Washington frequently on opera- 
tional problems, and of course frequently Washington officials were 
in New Orleans. 

Mr. Naveuton. Do you know of any instance where Washington 
rather than Mr. Biggs took the initiative in trying to devise ways 
and means of stopping Wolf’s operations? — 

Mr. Jones. Sir, I know the question did receive consideration up 
here. My record is not exactly clear. I don’t know exactly whether 
or not the development of these instructions was just picked up by 
Washington or was the result of past actions. I don’t know. But 
they were in consultat ion with us. , 

Of course, the Washington office concurred with us in the steps we 
did take with respect to the elimination of powers of attorney, and 
told Mr. Biggs to make that determination and, by implication or by 
statement, 1 might say, they told us to go ahead—to do what we could 
about that. 

Mr. Naveuton. From what I have seen, Mr. Biggs was continually 
making efforts to take some steps to try to stop Mr. Wolf’s opera- 
tions, but I have not seen any indication that Washington on its own 
took any initiative to try to do this. As a matter of fact, in one 
instance when Mr. Biggs wanted to use a provision of the regulations 
in 1955, the lawyers in Washington told him he could not do it. Do 
you have anything to indicate otherwise? 

Mr. Fountain. The lawyers told whom? 

Mr. Naventon. Told Mr. Biggs that he could not do so. 

Do you have anything to indicate otherwise that you know of in the 
way of an affirmative action on the part of Washington ? 

Mr. Jones. No, sir; I don’t in this file. I only know of my gen- 
eral knowledge that they were active with Mr. Biggs in respect to 
the problem. 

Mr. Founrarn. Do you know whether or not Mr. Wolf ever came 
to Washington to confer with CCC officials to urge them to let him 
continue ? 

Mr. Jones. I don’t remember, to my knowledge, sir, but I think 
some of this material discloses that he did. It is my recollection 
from conversations over the years that at times he did. 

Mr. Founratn. While you are looking through the file there, I 
might ask you if you have any information indicating whether or not 
he met with CCC officials elsewhere for this purpose. 

Mr. Jones. I think I recall reading a alenman to that in this cor- 
respondence, too. I don’t know it of my knowledge, sir. If I may 
look through this a moment, I might find it. 

Mr. Fountain. We will simply let you supply the answers to those 
questions later. 

Mr. Jones. I think it will take but a moment, sir. 

Mrs. Dwyer. Mr. Chairman, have you any knowledge that Mr. 
Wolf’s coming to Washington or contacting CCC officials was be- 
fore he was indicted or after? 

_ Mr. Naventon. There is some indication that he came to Wash- 

ington before he was indicted. This correspondence does not go 

beyond the period when the indictment was issued or not very far 


beyond that, so there is nothing in it to indicate whether he came 
afterward or not. 
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Mr. Founratn. Unless Mr. Jones may have some further infor. 

mation on it. 

Mr. Jones. I don’t like to delay you, Mr. Chairman. I can’t fing 
the reference. I think I saw a reference somewhere in this corre. 
spondence to the effect that Mr. Wolf had visited Washington and 
discussed the problem. 

Mr. Fountatn. You only know it from what you read in the file? 

Mr. Jones. That is all, lam sorry. 

Mr. Founratn. Mrs. Dwyer. 

Mrs. Dwyer. No questions, Mr. Chairman. 

Mr. Fountatn. Mr. Smith. 

Mr. Smirn. I just wanted to ask again if I heard right. TI jp. 
terpreted Mr. Biggs definitely last spring to say or indicate that 
the price that cotton was exported at was the only thing that was 
material in this review. That was not a correct impression, is that 
correct ¢ 

Mr. Jones. No, that wasn’t, Mr. Smith. I read Mr. Biggs’ testi. 
mony, since Mr. Naughton made it available to me, and the testimony 
which he gave might convey that impression. Mr. Biggs was speak. 
ing a great deal in the testimony of trade practices in the merchandis- 
ing of cotton, but. Mr. Biggs did not intend in connection with the 
discussion on the price between supplier and importer to state that that 
was the only thing we considered. 

Mr. Biggs definitely has been and is very much interested in our 
making an effective price review to determine that the cotton is not 
sold at a price in excess of the prevailing range of export market 
prices, and to be assured that we are not financing more under 480 
than we should under the existing regulations. 

Mr. Smiru. Including a review that indicates the quality involved. 

Mr. Jones. Yes, sir; based on the information we have, pricing of 
the cotton on the basis of quality. 

Mr. Suirn. That is all I have. 

Mr. Fountarn. Mr. Langen. 

Mr. Lancen. No questions. 

Mr. Fountain. It seems to me it is rather obvious that Mr. Wolf's 
operations would tend to reduce competition and lower the prices 
received by CCC for its cotton. What I cannot understand is why he 
was allowed to continue for so long. I guess you do not have any 
explanation for that. 

Mr. Jonxs. No, sir, except the attempts we did make. What other 
considerations may have been involved, if any, in connection with 
the review of this material or the issues that were raised with Wash- 
ington in 1950, I am sorry I don’t know, sir, if there were any. 

Mr. Fountain. Of course, I am not familiar with the contents of 
the decision or the opinion of the Solicitor. 

Mr. Smirn. Mr. Chairman, did you intend at a later time to go into 
the relationship between his seat on the exchange and on the Advisory 
Committee ? 

Mr. Fountatn. You mean Mr. Wolf’s ? 

Mr. Smirn. Yes, whether or not there is a relationship. 

Mr. Founratn. We had not considered going into that, because I 
think Mr. Wolf’s activities are pretty well known now. This is, you 
might say, related to our investigation, but I think the primary pur- 
pose of it is somewhat broader. 
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Is that your feeling, Mr. Naughton? 

Mr. Naveuton. Yes. 

Mr. Fountain. If the committee thinks it advisable, we may later 
on attempt to go into that. ' 

Thank you very much, Mr. Jones. You have been a very forthright 
and informative witness. I think it is fine that the Government has 
someone with your qualifications and your years of experience work- 
ing in this very complicated field. 

Mr. Jones. Thank you very much. 

Mr. Fountain. Mr. Dean, we have had you before the subcom- 
mittee previously. . 

Will you raise your right hand, Mr. Dean? Do you solemnly 
swear the testimony you are about to give at this hearing is the truth, 
the whole truth, and nothing but the truth, so help you God ? 

Mr. Dean. I do. 


FURTHER TESTIMONY OF JOHN H. DEAN, DEPUTY SALES 
MANAGER, COMMODITY STABILIZATION SERVICE 


Mr. Fountatn. Since it was some time back that you identified 
yourself, will you identify yourself again for the record? 

Mr. Dean. My name is John H. Dean, deputy sales manager, 
Commodity Stabilization Service. 

Mr. Fountain. How long have you been with the Department, 
Mr. Dean / 

Mr. Dean. Since 1934. 

Mr. Founrarn. I believe you said your present position is deputy 
sales manager. 

Mr. Dean. Yes, sir. 

Mr. Fountarn. How long have you held that position ? 

Mr. Dean. Since July 1, 1955. 

Mr. Fountarn. In the early part of 1950, were you the assistant 
head of the Cotton Branch ? 

Mr. Dean. I was, and I would just like to back up just a minute 
at the beginning of this thing. 

In 1948 Mr. C. C. Smith resigned as Assistant Director of the Cot- 
ton Division, at which time Mr. C. D. Walker was the Director, and 
Mr. Carl Robinson was one of the Assistant Directors. I was ap- 
pointed at that time to take C. C. Smith’s position as Assistant 
Director. 

The responsibility in the Cotton Division at that time was divided 
between the regulatory work, which includes the classing and price- 
support activities. In 1948 when I went to the Cotton Division, both 
in 1948 and 1949, the cotton sales announcements at that time pro- 
vided that bidders would submit their bids to the New Orleans office. 
Nothing was in the rules and regulations at that time in reference 
tothe bid having to be signed. 

Mr. Founrary. There was nothing in the regulations requiring it 
to be signed ? 

Mr. Dean. That is correct, back in 1948-49, nothing whatsoever. 

Mr. Fountain. You mean they could submit the bid anonymously ? 


Mr. Dean. We had a form 
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Mr. Founratn. You did have the firm name, I guess. 

Mr. Dean. Yes, sir. 

Mr. Founratn. But it was not signed by an individual. 

Mr. Dean. It was not signed by an individual. 

Also in 1948 

Mr. Fountain. Was the name printed or written out by hand? 

Mr. Dean. It was in printed form. 

Also in 1948, at the same time this power of attorney which Mp. 
Jones mentioned was being used not only for purchases from CCC, 
but it was also used at that time in supplyi ing cotton to meet Quarter. 
master Corps requirements who were in the | market in 1948 and 1949 
for cotton, and also under the old ECA program, the Economie 
Cooperation Administration, under which cotton was moving to meet 
their requirements back in 1948 and 1949. 

Nothing to my knowledge—and this is all from knowledge; T have 
no files on it—in 1948-49, the question was not raised in reference to 
collusive bidding, price- fixing , oranything else. As Mr. Jones pointed 
out, in 1950 Mr. Biggs did send a letter to the Cotton Division—that 
letter was addressed to me—about the possibility that the continuance 
of the use of the power of attorney would tend fo limit competition, 

Keeping in mind our sales policy and what we were selling was 
1948 crop cotton in the year 1949, our sales policy at that time under 
which Mr. Biggs and his people were operating was that we would 
sell at the higher of the computed minimum, which was 10: »-plus—] 
am sorry. It was the higher of the investment cost or the 1949 loan 
rate or the market price. Any bid accepted had to be the higher of 
the market, the total investment cost or the 1949 loan rate as publiely 
announced, 

As I recall from memory, Mr. Biggs did send a letter which indi- 

cated the operations of this brokerage firm—and to my knowledge, 

this was the only brokerage firm that was operating and servicing 
cotton merchants through this so-called power of attorney. This 
letter came in to me as Assistant Director of the Cotton Division, 
We had discussions in the Cotton Division among the people at my 
level. We talked in terms of, did this limit competition. We didn't 
know. 

After Mr. Biggs’ letter came in, a letter came in, and IT believe the 
letter came from Wolf to me, which offset the position of Mr. Biggs. 

After discussions within the Division, I don’t remember whether 
we carried it outside of our division or not. I do know that we did 
not talk to the lawyers on it. It was an administrative decision. In 
later discussions with the then Director of the Division, who is 
sponsible for the policy determinations, the wire that Mr. Jones 
mentioned went down to Mr. Biggs, signed by Mr. Walker, the Dire 
tor, indicating to Mr. Biggs that if he felt that in his judgment this 
action did tend to limit ‘competition, then do away with the power 
of attorney. 

The sales announcement was changed so the offer must be signed and 
must be submitted directly to the New Orleans office. 

If we made a mistake administratively, we made it back in 195) 
in not asking two things—in not asking Mr. Biggs to detail step by 
step just how this brokerage firm was operating “and what they were 
doing, or in not asking our audit people or our C. & I. people to g0 
down and make a check, which we did not do. 
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No one had said anything at that time with reference to collusion 
or price fixing. It was public knowledge on the pricing, with refer- 
ence to bidding. It was our considered judgment in our discussions 
that most of the bids would be submitted at or near the higher of the 
investment cost, the 1949 loan rate, or market. 

The sales announcement was changed in 1950. As Mr. Jones pointed 
out, our program was a rapid one, and we moved pretty close to 4 
million bales of cotton in a year and a half. During that period, 
nothing, to my knowledge, ever came up about collusion, price fixing, 
or internal operations of allocating bids. We here in Washington had 
no knowledge of how this brokerage firm was operating. It was our 
purpose in amending the announcement in February 1950 to do what 
we thought would get CCC the most money for its cotton. 

In retrospect, what was actually happening was pointed out here 
by Mr. Jones, but we didn’t determine what was going on and neither 
did anyone else until a later date. We had understood in our dis- 
cussions in the Cotton Branch back in 1950 that the bids that came in 
to the brokerage firm were never changed by the firm. Whether they 
were or not, I don’t know. 

Mr. Naveuton. Mr. Dean, do you recall a letter of January 20, 
1950, which Mr. Biggs sent you in which he mentioned that Wolf 
had admitted to Biggs that he had advised clients when another client 
had previously placed a bid on a lot of CCC cotton; that Biggs also 
made the comment that since Wolf had been placing bids for 50 or 
60 or more firms, this might keep CCC from getting a lot of bids. 
Biggs also mentioned that bids were received through Wolf on one 
917-bale lot of cotton from the McFadden Cotton Co. and from Dun- 
can Cotton Co. for 108 and 109 bales, respectively, the total being 217, 
adding up exactly to the size of the lot of cotton, and each bidder 
offered the same price? This letter also contained an estimate from 
Biggs that approximately 60 percent of the low-grade cotton currently 
handled was sold on bids through Wolf, and the statement by Mr. 
Biggs that overall he felt it meant that competition was limited as 
a practical matter to Wolf customers and Anderson-Clayton. 

That is dated January 20, 1950. 

Mr. Dean. That is the letter I just mentioned. 

Mr. Naucutron. Wouldn’t you say that is some indication on Mr. 
Biggs’ part that there was a lack of competition and that there was 
collusion 

Mr. Dean. Not as far as collusion is concerned, but we recognized 
Mr. Biggs’ letter with reference to competition and changed the sales 
announcement. We recognized it by changing it and saying the offer 
had to be signed and it had to be submitted directly to the CCC office. 

It later turns out, as Mr. Jones indicated here, what we had tried to 
do was entirely circumvented, but we didn’t know it at that time, Mr. 
Naughton. 

Mr. Founrarn. When did you discover that what you had attempted 
todo had not stopped the procedures which Mr. Wolf was using? 

Mr. Dean. I discovered it to my personal knowledge in 1955 when- 
ever this corrective action was taken. I had no knowledge of the 
internal operations of brokerage firms. As pointed out here by Mr. 
Jones, if we had had some knowledge that this was actually going on, 
It would have been stopped. I personally had no knowledge until the 
Investigation was completed. 
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As Mr. Jones pointed out, it actually developed, which is an afte 
fact, that these people whom he was representing had signed the bid 
forms in blank. Certainly we would not have condoned that if we 
had known it in 1950. As I indicated, if we made a mistake here jy 
Washington, we made it in not getting the complete details on oy 
own or by not asking our people in New Orleans to get it. 

Mr. Fountain. In other words, in spite of the fact that these opera. 
tions were very substantial, until you got this letter from Mr. Biggs 
you never considered the possibility that there might be collusion of 
some type and that individual bidders might be participating in jt 
through the means which Mr. Wolf was using ? . 

Mr. Dean. None whatsoever, until April 1955, Mr. Fountain. We 
finished up our sales program in the early part of 1952. As you 
remember, in 1950 we had a very short crop. ‘The Department insti. 
tuted export allocations to reserve cotton for domestic use. 

As Mr. Jones pointed out, our sales program was very, very small, 
so the question did not come up. We moved along until early 1955, 
when Public Law 480 came out providing for the removal of surplus 
commodities. The question immediately came up, What is the status 
of cotton for export under title I? As I recall, the Department put 
out an announcement saying, to begin with, we will offer 300,000 bales 
of cotton for sale to move only under title 1. The question immedi- 
ately came to us, Are you going to move cotton under title I only and 
for foreign currency, and not move U.S. cotton for dollars? 

About that time in 1955, my responsibilities had been changed. Mr, 
Wolf came to Washington. He called on me and I had an appoint. 
ment which I had tomake. His problem then was, Does the 5-percent 
clause in the sales announcement affect his operations? It was a legal 
question. I asked him to get in touch with the General Counsel's 
office, which he did do. 

The reason he came to Washington, I am sure, was because of the 
public announcement that we put out that we were getting back intoa 
sales program. It is my understanding after he got back to New 
Orleans, he put out a bulletin to the trade. Mr. Biggs rightfully 
picked up a copy of that bulletin and sent in a letter saying, “Here 
is evidence.” 

This is the first time, to my knowledge, that anybody ever said 
anything about price fixing, collusive bidding, or anything else. When 
Mr. Biggs’ letter came in to Washington in 1955 along with a copy 
of the bulletin put out by the brokerage firm, it was immediately 
transmitted to the Office of the General Counsel with a memorandum 
asking them to take appropriate action. Their action was to follow 
up with the Department of Justice. 

I would like for the record to be crystal clear that if we here in 
Washington had known of the operations as we know them now of 
this brokerage firm, corrective action would have been taken sooner. 

Mr. Founta1n. What was the date of the indictment, Mr. Naughton! 

Mr. Navucuton. March 28, 1956. 

Mr. Dean. This item in the sales announcement in reference 0 
using the services of any broker, Mr. Naughton, was issued officially 
on May 7, 1956. 
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Mr. Naventon. Of course, you previously had notice, did you not, 
in January 1955? Is that the time when Mr. Wolf came to Wash- 
ington sare . 

Mr. Dean. Some time in January, but the problem was the 5-percent 
clause in the sales announcement. 

Mr. Naventon. And shortly thereafter, Mr. Biggs sent in a copy 
of the catalog which Mr. Wolf had issued. I believe that was in April. 

Mr. Dean. That is just what I said. Mr. Biggs picked up a copy 
of a bulletin which Mr. Wolf had put out, and to my knowledge it was 
the first time anyone had said anything about collusive bidding, price 
fixing, or anything else. 

Mrs. Dwyer. I cannot understand, sir, why, after this occasion in 
1955, after Mr. Wolf came to see you and went back to New Orleans, 
the Department then did not move for a tightening of the directive. 
Why did they wait until after the indictment in March 1956¢ Why 
was this not done between 1955 and March of 1956 ¢ 

Mr. Dean. I don’t remember, Mrs. Dwyer, but I would imagine 
there were discussions going on between people in the Department and 
our General Counsel’s Office and the Department of Justice as to 
what effect, if any, this might have on their investigation, because 
just as soon as Mr. Biggs submitted this information to Washington, 
it went immediately to our Office of General Counsel, who in turn 
immediately went to the Department of Justice. 

I would like to say further, Mr. Naughton, up until 1955, I am going 
on memory as well as I can. On July 10, 1957, a meeting was held 
in Washington along with individuals in the Department, including 
members of the General Counsel’s Office, at which time three of these 
cotton merchants, as you mentioned, Mr. Naughton, came up and we 
had a discussion with them. Several of us in the Department had a 
discussion with them. They were wanting us to intercede with the 
Department of Justice, which certainly we would not do. 

As a result of this meeting a letter was sent from our Office of Gen- 
eral Counsel over to the Department of Justice. I would like to read 
just one part of that letter. This letter was dated July 10, 1957. 

Moreover, the officials of this Department who were present at the July 10 
meeting with the cotton merchants and who have been familiar with this 
matter have no knowledge of a warning being given to Mr. Wolf at any time 
that he was “verging on a violation of the Antitrust Act” or any other similar 
warning. 

Mr. Founrarn. Isthe remainder of the letter 

Mr. Dean. That is the end of the letter. I would be happy to check 
with the General Counsel’s Office and provide you with a copy of that 
letter if it is permissible with them. 

Mr. Navcuton. Of course, you are not suggesting that anyone is 
excused from violating the antitrust laws just because they have not 
hada warning about it. 

Mr. Dean. I didn’t say that, Mr. Naughton. 

Mr. Naveuron. I know you did not say it, and I want to make 
clear you are not suggesting it. 

Mr. Dean. No, sir. I am just reading a quote from a letter. I am 
only saying that in all of my experience in the Department and my 
experience with this committee, any time anything comes to my atten- 


tion that needs corrective action, we have taken it. We thought we 
had taken it. 
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Mr. Naveuton. In 1955 when the Wolf catalog was sent in by My, 
Biggs with his April 16, 1955, memorandum to Mr. Rhodes of the 
Cotton Division, were you at that time in charge of the cotton sale 
program ? 

Mr. Dean. No, sir. 

Mr. Naueuton. Were you in the General Sales Manager’s Office? 

Mr. Dean. I would like to say this, Mr. Naughton, if we may back 
up one more time and get myself placed properly. As I indicated, 
in 1948 I went to the Cotton Division. I was in the Cotton Division 
as Assistant Director until 1950. In 1950, I moved from being Assist- 
ant Director of the Cotton Division to Deputy Administrator for 
Price Support under a gentleman by the name of yg F. Kruse 
from Ohio. I remained in that position until July 1, 1955. Mr, 
Kruse left with the change of administration, and Mr. Preston Rich. 
ards took Mr. Kruse’s place. Mr. Richards was former Director of 
the Livestock and Dairy Division. 

I served as Mr. Richards’ assistant until July 1, 1955, at which time 
the General Sales Manager’s Office was established, and I was asked 
to help out in that organization. 

Mr. Naveuton. Were you the Deputy Sales Manager ? 

Mr. Dean. Since July 1, 1955. But I was Mr. Richards’ assistant 
and Mr. Kruse’s assistant from 1950 until July 1, 1955. 

Mr. Naucuron. Let me see if I can place the time that Mr. Wolf 
came in to see you in 1955. Was this in January or thereabouts? 

Mr. Dean. Let me see. My recollection, Mr. Naughton, is that it 
was in January of 1955. I am not sure of that date. His visit was 
in reference to the 5-percent clause. 

Mr. Naveuton. What was the 5-percent clause ? 

Mr. Dean. The 5-percent clause that we carried in our sales an- 
nouncement is item 9 of the sales announcement NOC/8 under date 
of April 17, 1956, and it was carried in previous announcements, | 
will read it. 

The buyer warrants that he has not employed any person to solicit or secure 
a contract hereunder upon any agreement for a commission, percentage, broker- 
age, or contingent fee, and that no such consideration or payment has been or 
will be made. Breach of this warranty shall give CCC the right to annul such 
contract or, in its discretion, add to the contract price for the cotton the 
amount of such commission, percentage, brokerage, or contingent fee. This 
warranty shall not apply to commissions payable by the buyer upon contracts 
secured or made through bona fide established commercial or selling agencies 
maintained by the buyer for the purpose of securing business. 

He contacted me. I did not have an opportunity to participate in 
any discussion between Mr. Wolf, the Cotton Division, and the Gen- 
eral Counsel’s Office. As I recall, I had another appointment. But 
he did have a mee ting, and later on a letter did go dow n to Mr. Wolf 
stating that this particular provision did not apply to his operation. 

Mr. Navenron. Mr. Biggs wanted to use that provision to curb 
his operations, am I correct on that? 

Mr. Dean. Well 

Mr. Navcuron. It is so indicated in the February memorandum 
from Mr. Biggs to someone in Washington. 

Mr. Dzan. It would not have been to me. 

Mr. Naventon. It was not to you? 

Mr. Dean. The only reason that I can think why Mr. Wolf came 
to me is because he felt as though I could put him in proper’ touch 
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with people who could give him an answer—a yes or no answer. If 
I had not had this other appointment that I could not get out of I 
would have participated in the discussion along with the people from 
the General Counsel’s Office. 

I would like to say this, Mr. Naughton, I would hate for the record 
to just indicate that the Commodity Credit Corporation did not do 
anything from 1950 to 1955. 

As Mr. Jones indicated this morning, and as I have stated, we had 
this rapid movement in cotton and then the program came to a 
complete halt until 1955. 

Mr. Founrarn. When did it come to a complete halt ? 

Mr. Dean. When I say complete halt, I mean as far as volume is 
concerned. 

Mr. Founrarn. Give us some figures on the volume during that 

riod of time. 

Mr. Dean. I will be happy to. 

The year 1950-51 for unrestricted use—and that is where you buy 
cotton from the Commodity Credit Corporation and can use it for 
any purpose, export or domestic—it was 3,145,000 bales. That is the 
period that I was talking about. _ 

For the marketing year 1951-52 there was only 73,000 bales of 
cotton because of the short crop. 

In 1952-53, only 6,000 bales of cotton; 1953-54, 102,000; 1954-55, 
131,000. 

As I indicated earlier, the Department put out a press release say- 
ing, “beginning in 1955 we will offer some cotton in order to meet re- 
quirements under title I of Public Law 480 only in the amount of 
300,000 bales.” 

Later on in that same year—and I am pretty sure the reason Mr. 
Wolf came to Washington in January 1955 was because of the press 
release put out by the Department that we were getting back to a sales 
program—and in the marketing year 1955-56, 129,000 bales for un- 
restricted use and 1 million for export. Remember, that was a 1 
million bale export special program which made the total 1,129,000. 

In 1956-57, 50,000 bales unrestricted use and 7,747,000 bales for ex- 
port, or a total of 7,797,000 bales. 

For 1957-58, unrestricted use, 1,728,000; export, 5,447,000; or a 
total of 7,575,000. 

For this past year 1958-59 114,000 bales unrestricted; 2,358,000 for 
export; or a total of 2,472,000. 

Mr. Navueuron. Did you get a copy of the April 16 memorandum, 
1955, that Mr. Biggs sent to Mr. Rhodes? 

Mr. Dean. No, sir; I did not. 

Mr. Navenron. Did the Wolf & Co. catalog announcement come to 
your attention ? 

Mr. Dean. It did not. 

Mr. Naueuron. You were not aware in 1955 that Mr. Wolf issued 
a catalog indicating that the Commodity Credit Corporation was about 
to sell cotton to meet. commitments under the Public Law 480 pro- 
gram in which he made the statement : 

When you make sales under Public Law 480 we can guide your bidding for 
you and keep you from bidding on a lot that has already been taken, or is under 


bid. We can also tell you to the point what any lot in the catalog will cost, and 
im many instances if it is reconcentrated or not and where from. 
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Unless Mr. Wolf was operating to coordinate these bids in a eo}. 
lusive fashion, how would he be able to tell one client whether or not 
there had already been a bid on any particular lot of Commodity 
Credit Corporation cotton ? 

Mr. Dean. My only knowledge of this memorandum from Mr. 
Biggs in April 1955 to Mr. Richards with the attached copy of the 
bulletin or the flyer, was when Mr. Richards asked for a meeting. 
That was my first. knowledge of any type of bulletin, and as a result 
of that meeting the material, including Mr. Biggs’ letter, plus this 
particular letter here, was forwarded over to the General Counsel, 

Mr. Navueuron. It was in April 1955 that this material came in, the 
meeting was held, and it was sent over to the General Counsel’s Of- 
fice, but it was not until May 7, 1956, after you had sold 1 million bales 
of cotton in a special sale, and quite a lot of other cotton, that action 
was taken to make the simple change in regulations that precluded 
Wolf from operating in this fashion. 

What reason do you give for that delay of a year? 

Mr. Dean. I have no knowledge. You will have to ask someone 
else. 

Mr. Naveuton. During this period did you not have some respon- 
sibility in the sales office for sales policies with respect to cotton? 

Mr. Dean. We had no sales office at that time. 

Mr. Naventon. This was in April of 1955. 

Mr. Dean. The sales office was not established until July 1, 1955. 

Mr. Naventon. That is right. This was about 2 months later, 
but you remember the meeting, and you had some 7 or 8 months when 
you were Deputy Assistant. 

Mr. Dean. The reason that I remember the meeting, I was Mr. 
Richards’ assistant. Mr. Richards was responsible. Keep in mind, 
back in those days Mr. Kruse did not have this operation setup which 
we now have that took us from Washington to the field; so both those 
gentlemen were responsible for all activities in Washington and also 
the activities out in the eight or nine commodity offices at that time. 

Mr. Naventon. I will read you the concluding paragraph of Mr. 
Biggs’ memorandum of April 16, 1955: 

I think the activities of Wolf & Co. should be thoroughly reviewed and carefully 
considered and I urge action be taken to end practices of Wolf & Co. and pre 
clude any such operations by any concern. 

This was April 1955, and it was May 7, 1956, when action was 
taken, which consisted simply of changing one paragraph in your 
sales policy. 

Mr. Smitn. May 7, a year later? 

Mr. Navueuron. May 7, a year later. Could not that paragraph 
have been changed in May of 1955 rather than 1956? 

Mr. Dean. It could have been, but to my knowledge I cannot tell 
you why it was not changed the next day. Iam sure that there were 
discussions that went on, and to my knowledge the first time this 
memorandum was called to my attention was after Mr. Richards had 
asked for a meeting. 

Mr. Fountarn. You would have ordinarily initiated action at that 
time to have that regulation changed. 

Mr. Dean. Ordinarily, under the setup at that time, the Cotton 
Division would have taken the feneeaiitties coming through Mr. 
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Richards and myself. That was the setup then. Material would 
come in from the field. If it involved policy, naturally the Cotton 
Division would bring it to the policy people for procedure. _ 

Mr. Naventon. At this time you did have a position involving pol- 
icy, sales policy, and passing upon it as far as the commodity oflices 
were concerned. 

Mr. Dean. I did. 

Mr. Naueuton. You could have taken some action yourself to ini- 
tiate a change. 

Mr. Dean. I could not take action independently. I could request 
we take action, which we did back in 1950, and we thought that it was 
corrective action. 

Mr. Naucuton. It was taken a year later. 

Mr. Dean. It was taken a year later. 

Mr. Navecuton. And in the meantime your responsibilities were 
changed so that you then went over into the sales office where you had 
responsibility for selling as much cotton as possible, and I assume at 
the best possible price. Did you take any action to try to see that you 
were getting better bidding, in view of what you had learned about 
Wolf’s practices 

Mr. Dean. Mr. Naughton, the date is clear as to when there was a 
change to prevent the brokerage firm from submitting bids for other 
people. 

Mr. Fountain. I think that he has answered that. The record will 
speak for itself with regard to the dates. He says that no action was 
taken until the date he specified. 

Mr. Dean. There may be some other extenuating circumstances that 
Ido not know anything about. I want the record to show that, as far 
as lam personally concerned, matters called to my attention that need 
corrective action, I have done my utmost to see that corrective action 
istaken. Sometimes maybe it does not happen. 

Mr. Smiru. Is the record complete on what he did between April 
1955 and May of 1956 to get corrective action on this? 

Mr. Fountain. He said that he did nothing other than what he 
specified. 

Mr. Dean. We referred it to the Office of the General Counsel. To 
my knowledge, the first time anything was ever said about collusive 
bidding, price fixing, or anything else, was in Mr. Bigg’s letter which 
he transmitted in with the so-called flyer that Mr. Wolf put out. 

Mr. Founrarn. Of 1955. 

Mr. Naventon. April of 1955, and action was taken in May of 1956. 

Mr. Founratn. Does the sales manager’s office set the minimum 
price at which cotton shall be sold, or is that done when you have an 
export sales program ? 

Mr. Dran. The law is very specific under section 407 with respect 
tostorable commodities for domestic use. The Cotton Division, work- 
ing In conjunction with the general sales manager, after the price 
report rates are established, agrees on what are reasonable carrying 
charges. Those reasonable carrying charges have been announced to 
the trade. Keep in mind, as Mr. Jones pointed out this morning, on 
cotton for export, in this part of the year, we no longer offer cotton on 
competitive bids. We are running an A program and B program and 
certificate-in-kind program. There is no competitive bidding, and the 
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Commodity Credit Corporation is not conducting an export program 
as such because the cotton going into export is coming from fre 
stocks and they earn a certificate and the subsidy rate at the pres. 
ent time is 8 cents a pound. On proof of exportation, they earn a cer. 
tificate, and the certificate is only good for you to come to the Commod. 
ity Credit Corporation and redeem cotton. So we do work up a mini- 
mum price for unrestricted use. But your cotton program has beep 
cikined changed today from the period that we are talking about, 

Mr. Naventon. From January 1956 to August 1958, did you also fix 
the minimum price for export under which you would sell under com. 
petitive bid ¢ 

Mr. Dean. We established a minimum price and that minimum 
price, including the carrying charges, was established and instructions 
to the New Orleans office were—this is it, sell for this, or the market, 
whichever is higher. 

As Mr. Fountain indicated earlier, Mr. Wolf was selling a service 
in this flyer which he put out. 

Mr. Naventon. I am not sure that we have the distinction between 
export minimums and domestic minimums. Domestic minimums ar 
set according to a formula ? 

Mr. Dean. That is correct. 

Mr. Naventon. You did place an arbitrary minimum ? 

Mr. Dean. That is correct. 

Mr. Naventon. That was done by the sales office ? 

Mr. Dean. Since we have had a sales office. Before it was done by 
the Cotton Division. I might add in earlier testimony it was indicated 
perhaps Mr. Wolf, or someone, had advance ways of getting these 
minimums. To my knowledge, that is incorrect. That is absolutely 
incorrect. 

Mr. Nauenton. I think Mr. Wolf suggested that. 

Mr. Fountain. Mr. Wolf suggested that by implication. 

Mr. Dean. He had service to sell. 

Mr. Fountain. We will now take a short recess to answer the bells. 

(Whereupon, at 12:15 a short recess was taken. ) 

Mr. Fountain. The subcommittee will come back to order. 

Mr. Dean, did Mr. Wolf ever contact you and attempt to get you or 
anyone else to resist a change in policy that would curb or prevent his 
operations ? 

Mr. Dean. It is my recollection, Mr. Fountain, we were in Memphis, 
Tenn., conducting a cottonseed price support meeting. I don’t remem- 
ber the date, but Bob Sherman, who was on my staff in the Cotton 
Division, and myself and I don’t remember who else from the depart- 
ment, were at this cottonseed meeting in Memphis. He did contact Mr. 
Sherman and myself in Memphis in reference to changing the submis- 
sion of signed offers being submitted direct to the New Orleans office. 

Mr. Fountatn. That is direct by the individual bidders. 

Mr. Dean. That is right. . 

Mr. Fountarn. What was his position? What position did he take! 

Mr. Dean. I don’t remember, Mr. Fountain. I would assume that 
he was taking the position that his was a brokerage business. I assume 
that. et 

Mr. Founratn. You told him that the regulation would remain it 
effect ? 
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Mr. Dean. That is correct. 

Mr. Naventon. Did he come to Memphis specifically to see you? 
Iunderstand his home is in New Orleans. 

Mr. Dean. His home is in New Orleans. I don’t know, Mr. Naugh- 
ton. We were having this meeting at the Peabody Hotel. The pur- 
ose of his coming to Memphis I don’t know, but I do know he talked 
to Mr. Sherman and me about changing the rules, which we would 
not do. 

Mr. Naveuton. Did he talk to you before you went to Memphis to 
find out if you were to be there? 

Mr. Dean. No, sir; not to my knowledge. 

Mr. Fountatn. Do you know how he found out you were there? 

Mr. Dean. I imagine he found out from the office, because we put 
out public notice that we would be there, and the cottonseed crushers 
who were interested and wanted to participate in the program were 
invited to attend. 

Mr. Fountarn. Did he contact you or anyone else at any other time 
in connection with these regulations ? 

Mr. Dean. Not to my knowledge. I can’t speak for anyone else. 

Mr. Fountain. Did he contact you for any other purpose that you 
know of? 

Mr. Dean. Not to my knowledge. We have attempted to follow the 
policy, Mr. Fountain, in our cotton merchandising program that 
when we get ready to have a sale, we put out a public announcement. 
I think the record will show that each time we have put out an an- 
nouncement to the trade, that was in turn followed by our office in 
New Orleans to give everyone the same opportunity. 

Mr. Founrarn. I shall ask you these questions just for the record. 

How long have you known Mr. Wolf? 

Mr. Dean. It is my recollection that, as Mr. Jones indicated here 
this morning, Mr. Wolf was either a member or partner of the New- 
berger Cotton Co. I was introduced to Mr. Newberger and Mr. Wolf 
I would say in early 1948. 

Mr. Fountain. What were the circumstances under which you met 
him @ 

Mr. Dean. The circumstances under which I met him was a visit 
to get acquainted with me because I had just become Assistant Direc- 
tor of the Cotton Division. At that time I did know that not only New- 
berger & Co. but other companies were participating in Quartermaster 
business and ECA business. 

Mr. Founrarn. And of course others contacted you, also. 

Mr. Dean. Surely; absolutely. 

Mr. Fountain. Have your associations with Mr. Wolf been limited 
to those occasioned by your official duties, or have you known him 
socially ? 

Mr. Dean. I have visited in Mr. Wolf’s home on at least one oc- 
casion, and I distinctly remember when I visited New Orleans back 
in either 1948 or 1949, Mr. Biggs and I had lunch with Mr. Wolf, 
but my social contacts have been no more with him than they have 
been with anyone else. 

Mr. Fountatn. Did you have any social contacts with him between 
1950 and 1955? 


Mr. Dean. If so, it was on a very limited basis. 
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Mr. Founrarn. I believe you said you were with him or he ¢gp. 
tacted you in Memphis. Have you had occasion to see him in Florida} 

Mr. Dean. Me in Florida? Not to my knowledge, Mr. Fountaip, 

Mr. Fountain. You do not know whether anyone else was cop. 
tacted by him there or not? 

Mr. Dean. No. 

I would like to say this, Mr. Fountain: My name has been kicked 
around in this case an awful lot, but as far as I am personally con. 
cerned, my record is clear. Mr. Wolf did not obtain from me any more 
information than anyone else. 

Mr. Founrarn. That is why we are having this executive Session, 
to give you a chance to set the record straight in case anyone may 
have any doubts about it. . 

Mr. Dean. I appreciate that opportunity. 

Mr. Founrarn. Other than those which you have already referred 
to, have there been any other occasions when you have seen Mr. Wolf 
outside of Washington ¢ 

Mr. Dean. Not to my knowledge, except when I was in New Or. 
leans. I had no occasion to see him. 

Mr. Founrarn. You say you visited in his home once. What were 
the circumstances under which you visited him then? Was that when 
you were in New Orleans? 

Mr. Dean. When I was in New Orleans on official business. 

Mr. Fountain. That was in 1949 ¢ 

Mr. Dean. In 1949. He invited Mr. Biggs and me out to his home 
for dinner. As I remember, Mr. Biggs did not accept the invitation, 
but I did. | 

Mr. Founratn. Did you have any contacts with him after he was 
indicted ? 

Mr. Dean. The only contact I had with Mr. Wolf after he was 
indicted was his visit in 1955 which I referred to earlier, when he came 
to Washington with reference to the 5 percent clause, and that was 
for only a few minutes. 

Mr. Naveuron. I think you mentioned a visit in 1957; 1955 was 
before the indictment. Didn’t you mention earlier that there was 
one meeting in 1957 when Mr. Wolf came in? 

Mr. Dean. No, I didn’t say anything about 1957. 

We had the cottonseed meeting at Memphis. I don’t remember the 
year. He did talk to Mr. Sherman and me at that meeting. I was in 
New Orleans, as I remember, in 1949, at which time I did have dinner 
with him one night, which was strictly a social affair, as I would with 
anyone else. 

Mr. Naueuron. Then you have not seen him since he was indicted! 

Mr. Dean. The last time I saw Mr. Wolf was in 1955, and he was 
in town 2 weeks ago and not only came by to see me but other people, 
and I was out of town. He left a note that he had been here. I wrote 
him back a letter and told him I was sorry that I was out, because my 
relationship was friendly and, as far as I know, his integrity and his 
honesty is good. 

Mr. Founrarn. Certainly so far as I am concerned, there is n0 
reason why he should not pay you a visit. 

Mr. Dean. I cannot refuse to see people when they come in, Mr. 
Fountain. 

Mr. Founratn. Otherwise, you cannot tend to your business. 
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Have you ever received any gift or gratuity from Wolf or Wolf & 
q 
ie Dean. I received a Christmas present in 1948. I assume it was 
from Mr. Wolf and not from Wolf & Co. ; Eyre 

Mr. Fountain. What was the nature of the gift ? 

Mr. Dean. It was four bottles of whisky. 

Mr. Fountain. That was in 1948? 

Mr. Dean. 1948. It was left at my home on Christmas Eve. 

Mr. Fountatn. Is that the only gratuity you ever received from Mr. 
Wolf or Wolf & ¢ 0. ¢ 

Mr. Dean. Yes, sir. 

Mr. Fountain. You say it was four bottles of whisky ? 

Mr. Dean. Yes. 

Mr. Founrarn. Have you ever had any business or financial deal- 
ings with Mr. Wolf other than those which you have already 
described ? 

Mr. Dean. None whatsoever, Mr. Fountain. 

Mr. Fountain. I believe you said you had not seen him since he 
was indicted in 1956. 

Mr. Dean. That is correct. 

I have had no occasion to see him, Mr. Fountain. 

Mr. Naveutron. You have mentioned this already, but I want it to 
be clear in the record so there won't be any doubt in anyone’s mind 
on it. 

Have you ever been in Florida ? 

Mr. Dean. Oh, yes; I have been in Florida. 

Mr. Naventon. Have you been in Daytona Beach? 

Mr. Dean. Mr. Naughton, you are calling entirely on my memory. 
I would have to go back and check my travel authorizations. 

Mr. Naveuton. Do you recail ever seeing Mr. Wolf in Florida, and 
specifically in Daytona Beach ? 

Mr. Dean. I would have to check my records. 

Mr. Naveuton. Could it be possible that you had seen him there 
and do not now recall it ¢ 

Mr. Dean. It could be possible. I know when I was in the Cotton 
Division I went to a lot of cotton meetings which were held through- 
out this country—Daytona Beach, Memphis, New Orleans—in my 
official capacity. 

Mr. Naucutron. Would you ever have gone there on a vacation trip 
with him ¢ 

Mr. Dean. No, sir. 

Mr. Naventon. So any meeting that you had would have been 
accidental ? 

Mr. Drawn. I would have been attending an official meeting repre- 
senting officially the Department of Agriculture. No, sir; I have 
never been on a vacation with Mr. Wolf. 

Mr. Naventon. I think that makes it clear for the record. I won- 
der if you would check your records to see whether you have seen him 
in Florida. 

Mr. Dean. I would be happy to, and if I did see Mr. Wolf in 
Florida. it would have been while I was attending an official meeting. 

Mr. Founrarn. Mrs. Dwyer. 

Mrs. Dwyer. No questions, Mr. Chairman. 

64140—61—pt. 223 
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Mr .Fountarn. Mr. Langen. 

Mr. Lanecen. No questions. 

Mr. Fountain. I think that is all we shall want from you today, Mr, 
Dean. We appreciate very much your coming up. We have one 
other witness. We are pushed for time to get back to the debate, 
We appreciate very much your coming. You have been very helpful 
to us. 

I would like the members of the subcommittee to remain after these 
gentlemen are gone. 

Mr. Dean. May I be excused? 

Mr. Fountatn. Yes. 

Mr. Dean. Thank you very much. 

(Testimony of witnesses concerning export transactions is hereby 
concluded. ) ; 

Mr. Dean later advised that: I have been unable to obtain my 
travel records for 1948 and 1949. From memory I attended a meet- 
ing of the American Cotton Shippers Association in Daytona Beach, 
Fla., either in 1948 or 1949. Mr. Wolf also attended the meeting. I 
don’t recall any matters being discussed with Mr. Wolf for this was 
not the purpose of me being at the meeting. 
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INVESTIGATION OF THE COMMODITY CREDIT 
CORPORATION 


Part II—Export Transactions 


FRIDAY, AUGUST 19, 1960 


House oF REPRESENTATIVES, 
INTERGOVERN MENTAL RELATIONS SUBCOMMITTEE 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met at 10 a.m., pursuant to notice, in room 100, 
George Washington Inn, Hon. John A. Blatnik (acting chairman of 
the subcommittee) presiding. 

Present: Representatives John A. Blatnik and Odin Langen. 

Also present : James Naughton, subcommittee counsel. 
Mr. pel The Subcommittee on Intergovernmental Relations 
of the Committee on Government Operations will come to order. 

We will proceed this morning in public hearing on matters relat- 
ing to the storage and sale of cotton. Let the record show that the 
required quorum is present consisting of Congressman Odin Langen, 
an able colleague and neighbor of mine from the State of Minnesota, 
and myself in lieu of Congressman Fountain. Congressman Fountain 
has asked me to express his regret that he is unable to be here today. 
He had an unexpected tragedy in his family and left Washington yes- 
terday on account of a death of a relative. 

The Intergovernmental Relations Subcommittee, in carrying out its 
responsibility for examining the operation of Government activities 
at all levels with respect to economy and efficiency, has been studying 
the activities of the Commodity Credit Corporation for some time. 
Last year the subcommittee took testimony concerning financing of 
cotton exports by CCC under title I of Public Law 480. Subsequent 
to those hearings, in response to its request, Congressman Fountain 
advised the American Shippers Association that it would be given an 
opportunity to testify prior to the time that any report on this sub- 
ject was adopted by the subcommittee. 

I will ask the gentlemen to stand together. We have with us today 
Gen. A. G. Paxton, Greenville, Miss., president of the American Cot- 
ton Shippers Association; Mr. W. D. Lawson of Gastonia, N.C., a 
committee member ; and Mr. William C. Helmbrecht, Jr., Dallas, Tex., 
a committee member. 

Since our previous testimony was taken under oath I am going to 
ask that each witness be sworn before testifying. Will you raise your 
right hand, gentlemen. Do you swear that the testimony you are 
about to give will be the truth, the whole truth, and nothing but the 
truth, so help you God ? 
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(Whereupon, the witnesses were sworn.) 


Mr. Biatnix. What will be the order of your testimony? Will yoy 
please proceed. 


TESTIMONY OF GEN. A. G. PAXTON, GREENVILLE, MISS., PRESIDENT 
OF THE AMERICAN COTTON SHIPPERS ASSOCIATION; Accoy. 
PANIED BY W. D. LAWSON, GASTONIA, N.C., COMMITTEE Mey. 
BER; AND WILLIAM C. HELMBRECHT, JR., DALLAS, TEx, 
COMMITTEE MEMBER 


Mr. Paxton. Mr. Chairman, I would like to introduce Mr. Lawson 
who will lead off our testimony. 

Mr. Buatnix. Mr. Lawson, you may proceed. 

Mr. Lawson. My name is W. D. Lawson of Gastonia, N.C. I am 
here on behalf of the American Cotton Shippers Association, 

Our statement will be directed to three major points which, insofar 
as we have been able to ascertain, are involved before this committee, 

The first is whether cotton merchandising and distribution should 
be taken over by the Federal Government or left to private enterprise, 

The second is whether Public Law 480 regulations and procedures 
prevent the conversion of foreign currency into dollars at a profit to 
private importers or exporters. 

The third is whether Public Law 480 regulations and procedures 
operate to assure that the foreign country, or importer, will get value 
received for dollars paid out. 

We would like it understood that we are talking of and for cotton 
only since that is the field of our knowledge and experience. 

I would like to take up the second and third portions of this state- 
ment first, if you please. 

Short of actual criminal collusion, there is little opportunity for an 
individual cotton importer or supplier to convert a foreign currency 
into dollars at a profit. j 

We recognize that some of the official conversion rates may over- 
value the foreign currency in comparison with a free or black market 
rate. The beneficiary of that is the foreign country, however, and 
presumably Congress intended that to be the case. 

Under the regulations, the foreign mill, to which a subauthorization 
is issued, must pay his currency to the foreign exchange bank for Pub- 
lic Law 480 dollars just as he does for free dollars at the rate of ex- 
change generally applicable to import transactions (sec. 11.4(d) (10)). 
If there should be any refund or claim, the supplier must pay back 
dollars to the banking institution financing the transaction, and the 
importing country pays these dollars back to the CCC (sec. 114 
(d) (5)). 

The supplier must certify, subject to criminal penalties, that he has 
neither given nor arranged to give any kickbacks or commissions to the 
buyer, and we have heard of no such accusation. 

Tt has been suggested that between affiliated firms an opportunity 
exists to make sales at unrealistic noncompetitive prices which would 
result in a transfer of dollars. In the case of cotton, the recipients of 
the Public Law 480 subauthorizations have been pretty universally 
textile mills. They may use importing merchants as their agents, but 
remain definitely interested in the cost of the cotton. It is not believed 
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American suppliers control any of the mills who receive the allocations 
or vice versa. Doubtless, the committee is aware, too, of the provi- 
sion of section 11.11(d) which limits the markup between affiliates to 
an original cost-plus basis, but we have heard of no case in which it 
was applicable to a cotton transaction. ' 

We are convinced, therefore, that these Public Law 480 cotton trans- 
actions do not facilitate any unintended currency benefits to either 
suppliers or importers, but only to the beneficiary governments. 

othe Public Law 480 regulations and procedures reasonably assure 
that the buyers will receive the quality and quantity of cotton 
financed ? 

It is somewhat surprising to merchants engaged in the competitive 
battle of selling cotton to find how little importance is attached by 
some people, not in the business, to competition as a method of assur- 
ing that prices paid are not excessive. Certainly, in its own pur- 
chases and sales the Government seems to regard competitive offers 
and bids as important. 

Cotton mill buyers, with the exception of the Communist. state 
trading representatives, grew up in the competitive school. They 
shift quickly to lower priced cottons of equal quality. They are 
accustomed to obtaining and checking prices with competing sellers 
whose agents and offers are constantly waiting on them. It must not 
be overlooked that there are some 50 countries commercially exporting 
cotton and buyers watch their prices also. No statistical price check- 
ing method can give comparable results. 

But while it is inconceivable to us, yet even if you do not believe com- 
petition is sufficient assurance that prices are not excessive, the Public 
Law 480 cotton regulations are certainly adequate to afford assurance. 

When a cotton merchant makes a Public Law 480 sale he must, 
within 5 days, as provided in section 11.11(c) send a copy of his sales 
confirmation to the CCC which wires him collect if the price is 
acceptable, which means that it is within the prevailing range of 
export market prices. We know that this committee has, and appar- 
ently with reason, criticized the fashion in which this determination 
was made at one time, but we must say that insofar as the trade was 
concerned it was assumed that proper and careful procedures were 
being followed. With all Public Law 480 sales before it, no one was 
in a better position than the CCC to know the prevailing range of 
export prices. 

It is difficult to conceive any other method of checking prices at 
the time the sales contract is made, and price competition has been 
so severe that there is really no problem in this respect. If a price 
seems high enough to be questioned, it is usually because of some 
peculiar feature of the contract—such as a particular and scarce 
growth or a high micronaire or tensile strength requirement. 

Every bale of cotton is different. Determination of both grade 
and staple is a matter of human judgment. For instance, the 
Middling box contains 12 different samples each of which has different 
values to different buyers. Because quality variations and inexact- 
ness within a given grade or staple are not new problems to the cotton 
business, arbitration boards developed. Sales to domestic mills are 
subject to quality arbitrations by the Cotton States Arbitration Board, 
a classing group maintained jointly by the American Cotton Manu- 
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facturers Institute and the American Cotton Shippers Association, 
Their decision as to the quality of the cotton is final by agreement of 
the parties, and court litigation is virtually nonexistent. 

Since the classification s system was instituted, moreover, other tests 
of cotton quality have been devised. Micronaire, Pressley, and color. 
imeter tests have become common and are impor tant tests of v alue for 
many uses, but are not reflected in Government classification or jp 
published price quotations. 

Similar boards of expert classers are maintained in other important 
consuming countries, and appeal committees maintained jointly by 
the local cotton exchanges and the American Cotton Shippers Asso. 
ciation likewise settle conclusively the quality of the cotton actually 
shipped from samples drawn at the time the cotton is landed at the 
port. These appeal committees are appointed by the Secretary of 
Agriculture and are empowered to give final and binding classifiea- 
tion of cotton under the Universal St: tandards Ac t, based on standards 
furnished by the Department. This system is not one devised for 
the purposes of Public Law 480 shipments, but by buyers in the im- 
porting countries for their protection on all their purchases of cotton, 

Whether or not there is any question as to the quality of the cotton, 
it is weighed upon arrival and two samples are drawn in the presence 
of independent controllers representing the parties. This arrival 
weight controls the amount paid for the cotton. One sample goes to 
the arbitration chamber and the other to the buyer. If the buyer 
upon examination thinks the cotton is below the contract quality, he 
claims on the shipper for the value difference; and unless the shipper 
agrees, the arbitration committee is asked to examine the samples 
and decide the proper class, and the amount of the claim if the cotton 
is found below contract ey: It may be pointed out that not 
only are these boards expert classers, but that being of the foreign 
buyer’s nationality they cert: ainly have no bias in favor of the seller. 

There is no doubt that foreign buyers have considerably more con- 
fidence in the protection ac corded them by these boards than in any 
classification of the cotton by USDA classers prior to the shipment 
of the cotton. Wherever our authorities have permitted them to do 
so, foreign buyers have bought cotton on this basis, rather than upon 
form A classification. Of course, there are claims and sometimes 
severe claims, which must be promptly paid by the seller. 

Under the Public Law 480 authorizations and contracts, not only 
the buyer, but the CCC has the right to send the cotton to arbitration, 
and has been exercising its privilege. 

Neither the ICA procedures nor the Public Law 480 procedures are 
designed either to assure or restrict the profit which a cotton shipper 
may make. Profit levels have in fact been highly unsatisfactory 
during the last two seasons, but merchandising profits or losses are 
the composite of many factors which can seldom be related to a par- 
ticular sale or a particular purchase. 

An exporter must sell cotton when a foreign mill wishes to buy. 
Often, if not usually, he may not own cotton suitable to fill the con- 
tract on the day of sale. Of course, he must then go out and buy it 
to fill his sale. If he must buy it from the CCC catalog, he can do so 
only by competitive bidding at not less than the statutory sales price 
or the market, whichever is higher. At times, delivery of cotton by 
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the CCC, or by particular warehouses storing cotton for them, has been 
go slow that the exporter has often had to buy other cotton to meet 
a contract shipment date, and to resell the cotton bought from CCC. 

Prices of particular qualities may vary, sometimes considerably, be- 
tween different dates of sale and purchase. In fact, heavy losses 
in recent years have resulted from purchase of high grade cotton 
from CCC before sales of that same quality were made by purchaser. 
Similar losses were incurred from advance sales of low grades. 

It is virtually never a simple matter of purchasing 100 bales of 
cotton, adding an appropriate markup and selling it to a mill; and 
even when the figures are available a comparison of the purchase 
price of cotton actually shipped against a particular sale made at an 
earlier date does not prove whether the merchant made a profit or 
suffered a loss from it. 

The suggestion has been made that under Public Law 480 the cot- 
ton-merchandising functions of private trade be replaced by gov- 
ernment-to-government bulk sales using merchants as brokers at a 
fixed commission. Such a program may sound very enticing but noth- 
ing could be done that would do more damage to the reputation of 
American cotton. Overlooked entirely in this so-called solution is 
the huge additional cost of Government operations. Based on past 
experience, purchases from CCC stocks could be expected to show 
wide irregularities in grade and staple. Cotton export merchants 
could probably be expected to refuse to handle these shipments for 
fear of jeopardizing their reputation. There would be no quality 
selection for individual spinners. CCC stocks are listed by tag num- 
bers, for grade and staple without regard for the many other prop- 
erties which enhance the spinning qualities of cotton. Selection of 
individual exporters to act as brokers for selling cotton under foreign- 
aid programs would be by arbitrary Government decree and could 
result in great injustices. There is no substitute for free enterprise. 
Taxpayers’ interests have yet to be promoted by the substitute of 
Government monopoly for individual initiative. 

The entire cotton industry has been greatly disturbed at the rapid 
encroachment of centralized government into their business. Operat- 
ing in our country where free enterprise has been recognized as one 
of the basic freedoms guaranteed by the Constitution the cotton 
merchants and shippers find themselves subjected to a program 
whereby the U.S. Government buys and sells 70 percent of the crop 
at not less than minimum prices. Shippers are handicapped by being 
required to buy on information containing grade, staple, and location 
only. This greatly restricts their efforts in making usual deliveries 
to customers of long standing who specify not only grade and staple 
but also tensile strength, micronaire, preparation, and other fiber 
properties required for good spinning. 

The cotton trade has a long and honorable record of fair trading 
involving sale of billions of dollars worth of cotton—largely by word 
of mouth or telephone conversation. Its rules and regulations en- 
force strict compliance of contract. performance and duly established 
arbitration boards insure quality delivery against contract. 

The attitude of our Government disregards these faithful per- 
formances of years’ standing. It shackles the trade with uneconomic 
regulations and casts suspicion upon the integrity of loyal citizens 
endeavoring to earn a livelihood under these conditions. 











718 INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


It has been questioned whether the service of the cotton trade jp 
the handling of CCC stocks under title I is necessary or reasonable 
in cost to the taxpayers. If healthy competition is desirable in our 
economy and public welfare the answer is unquestionably, “Yes.” If, 
however, it is the desire of our Government to completely socialize our 
economic life and apply this principle to all phases of business, there 
will be few taxpayers left to afford satisfaction. 

The Government has too far invaded the field of cotton merchandis. 
ing. Britain only recently gave up its impractical program of na- 
tionalization and history is replete with other tragic and similar 
failures. Before we devour ourselves, we should reexamine our 
position and afford the trade life, liberty, and pursuit of happiness 
as provided by the Constitution. 

Mr. Bratnrx. Thank you, Mr. Lawson, for your very forthright 
presentation. t 

Mr. Paxton. I would now like to present Mr. Helmbrecht. 

Mr. Hetmprecut. My name is William C. Helmbrecht, Jr., and J 
live in Dallas, Tex. 

I want to deal with the question of whether unusually large profits 
have been made by cotton merchants in connection with sales made 
against Public Law 480 authorizations filled with cotton purchased 
from CCC stocks. Although vague accusations have been made 
during the past 2 years before several congressional committees, we 
know of only two cases where figures are revealed which purport to 
verify the allegations. One unattributed and unexplained table ap- 
pears on page 2368 of 1960 House Committee on Agricultural Ap- 
propri ations and the other as exhibit IIT to the statement made by 
O. D. McDowell, Government Accounting Office, to the House Com- 
mittee on Agriculture in hearings on extension of Public Law 480 in 
July 1959. 

The table in the Appropriations Committee report merely enables 
us to identify some of the transactions shown in exhibit IIT to the 
General Accounting Office statement, the latter which covers 3,146 
bales out of 7,539, 801 bales exported in 1956-57, of which some 1.5 
million bales were financed under Public Law 480. No reputable 
statistical firm would accept any such sample as representatve. 

As a trade association, it is understandably a delicate matter to 
delve into the details of transactions made by our individual members, 
but we have information on shipments identified in exhibit IIT as 
shipments I, J, K, and L. These 1,518 bales were part of lots totaling 
24,045 bales purchased from CCC, less than 6 percent of the cotton 
in question. Without checking out the application of each individual 
bale it cannot be told whether the 1,518 bales presented the best 
cotton in the lots purchased, or the average. 

We find the General Accounting Office presentation of shipment I 
on exhibit TIT, showing a gross profit of $17.50 a bale, revealing in its 
omissions. On this same transaction identified in the appr opriation 
hearings, the table shows a refund to the importer of $15,560.92, and 
an estimated gross profit of $4.14 per bale, which could have left 
little or no net profit to the exporter. 

Shipments J, K, and L moved to Italy. These 353 bales were 
selected out of lots of 11,718 bales purchased from CCC and repre- 
sent 3 percent of the cotton so bought. 
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The General Accounting Office failed to show and deduct some 
rather substantial costs : ' 

No allowance is made for freight in moving the cotton from the 
interior warehouse to the port ae 
No allowance is made for storage, weighing, sampling compression 

to high density and delivery to steamship—s6. cpt 

No allowance is made for foreign selling agent’s commission and 
controlling charges on arrival—$1. 

Sales were made on a net weight basis, whereas CCC purchases are 
on gross weight, including bagging and ties—$5.60. 

These omitted, direct expenses amount to $16.13 per bale. 

Nothing is said or disclosed as to the respective dates of the pur- 
chases and sales compared. Shipment L of 102 bales shows how im- 
portant a factor this may be in any analysis of cotton merchandising 
srofits. The sale was made on April 3, 1956, for forward shipment in 

ptember 1956. Section 203 of the Public Law 480 Extension Act, 
making mandatory a lower minimum CCC export sales price, became 
law on May 28, 1956. The CCC reduced its sales price from 27.50 
cents per pound for Middling 154,-inch cotton on April 24 to 25 cents 
onJune 12. This statute, which was neither sought nor supported by 
this association, nor the shipper involved, enabled the shipper to buy 
the cotton at $12.50 a bale less than was contemplated at the time of 
the sale. This was not true in the case of shipments J and K. 

The result of these corrections would be a gross profit before over- 
head of $8.04 a bale, or 5.75 percent, on three picked sales. Since 
there are many other sales showing no such profits and some losses, 
that gross profit was not excessive. 

Hence, it is pretty clear to anyone taking the time to analyze the 
facts rather than accepting vague allegations at face value that the 
General Accounting Office has attempted to condemn the cotton trade 
on the basis of 3.146 bales out of the 1.5 million bales exported during 
1956-57 under Public Law 480 financing. The sample is not only too 
small to be representative, but, as we have shown, the figures in those 
very transactions, to the extent we have obtained them, grossly mis- 
represent the facts. Private competition, the foreign mill’s interest in 
getting the most for his money, and established foreign quality arbi- 
tration prevent any excessive profits on Publie Law 480 financed ship- 
ments just as they do on regular dollar sales. 

Mr. Buarnux. Thank you, Mr. Helmbrecht. Is there any further 
testimony ¢ 

Mr. Paxton. We are ready for cross-examination. 

Mr. Buatnrx. Mr. Langen. 

Mr. Laneen. I have no questions. 

Mr. Biatnrx. We will proceed with the committee counsel, Mr. 
Naughton. 

Mr. Navenron. Mr. Lawson, in your statement you indicated that 
the beneficiary of overevaluation of the foreign currency in compari- 
son with the free or black market rate is the foreign country. 

To examine that a little bit, on title I shipments, isn’t the actual 
payment made to the exporter in dollars derived from the U.S. 
Treasury 

Mr. Lawson. I do not know where they come from. They come 
from the bank in New York, they come through the bank. 
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Mr. Naveuron. The bank turns the documents over to the O(¢ 
and is reimbursed by the Treasury. 

Mr. Lawson. I do not know about that. I think that is wha 
happens. 

Mr. Naueuton. There is no doubt in anybody’s mind that the 
funds come from the Treasury ¢ 

Mr. Lawson. We get ours from the bank. 

Mr. Navueuton. But they have to be reimbursed by taxes which 
are already pretty high. 

Mr. Lawson. Agreed. 

Mr. Naveuton. If a shipment is overvalued and if the price 
charged and financed by the U.S. Treasury is a higher price than jg 
justified by the quality shipped, or if a lower quality is shipped than 
1s justified by the price charged, then the taxpayers have paid more 
than they have received in value being shipped; is that not so? 

Mr. Hetmerecut. I would like to say one thing. The taxpayers 
do not get any value for what is being shipped. 

Mr. Naveuton. Do you think that the title I program should be 
eliminated then ? 

Mr. Hetmprecut. That is not my prerogative to think. The fact 
is the title I program exists, and the taxpayers pay for it, but the 
beneficiary is the foreign government. The taxpayer gets no benefit 
at all from whether it is shipped too good, just right, or not good 
enough. 

Mr. Naveuton. Isn’t the purpose of the program to help foreign 
countries which cannot pay in dollars get good quality U.S. cotton 
put into their economy ? 

Mr. Hetmprecut. Well, Mr. Fountain’s statement in July 1959 
says that the purpose was to increase agricultural exports, I believe. 
That was one of the purposes. I am really not sure what the pro- 
gram’s purpose is. 

Mr. Naveuton. But the taxpayers have paid some $3 to $4 billion, 
I think, for exports under title I, including perhaps $600 million on 
cotton, and for that they have a right to expect, do they not, that the 
quality of cotton they are financing is going to be shipped ? 

Mr. Lawson. Absolutely. 

Mr. Naveurton. So if a lower quality of cotton is shipped than is 
called for by the contract to which the Government is a party, be- 
cause the Government is financing it, then there is a loss? 

Mr. Lawson. No, there is no Joss. You have not completed your 
example. You see, if you ship a lower quality cotton on a contract 
than the contract calls for, then there would be a claim which would 
be paid by the shipper which would come back to the taxpayer. 

Mr. NavueHrTon. bet us assume there is a case in which there was 
no claim. 

Mr. Lawson. I could not assume that because I do not know of 
any. , 

Mr. Naventon. Let us take a hypothetical example in which this 
occurs. If that did occur, there would be a loss to the taxpayers! 

Mr. Lawson. Yes. Just exactly, Mr. Naughton, if I bought some 
cotton from the CCC for Strict Middling 144¢ inch and it showed up 
Strict Low Middling 1%g¢ inch which is about $25 a bale less. Then 


that would be a gain to the taxpayer which has been done many 
times. 
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Mr. Naventon. In these transactions, if the quality shipped is 
not consistent with the quality called for by the contract, we all 
yecognize there is a loss unless there is a claim. 

Mr. Lawson. A loss to the shipper. 

Mr. Naueuton. In today’s case, since the U.S. Government is 
fnancing title I contracts, then there is a loss to the Government 
in that they do not get the quality they are financing? 

Mr. Lawson. No, there is no loss to the Government because there 
isa claim on it. 

Mr. NaucutTon. If there is no claim? 

Mr. Lawson. If the cotton is shipped, I cannot visualize, under 
the many checks and doublechecks of this program, I cannot visual- 
ive any situation where a shipper could ship low grade cotton, lower 
than the contract, and get by with it, because there are too many 
checks. 

Mr. Navenron. What would you say the checks are that would 

revent this? 

Mr. Lawson. In the first place, the CCC has a check on it. The 
foreign mill is very interested, definitely interested, in getting the 
cotton they bought because they do not receive any particular benefit 
from this program except that they get American cotton. He wants 
his cotton just like he bought it. The cotton is classed when it reaches 
the port and if the cotton does not come up to the contract, then it 
goes to arbitration. Then if the shipper is not satisfied with the 
arbitration, it is appealed to the arbitration board. Those two checks 
are right there. 

Mr. Naventron. Granted that those two checks certainly would 
have some effect 

Mr. Lawson. They have every effect. 

Mr. Naveuron. If there were collusion between the importer and 
the exporter and they were engaging in a scheme to convert for- 
eign currency into dollars at a favorable exchange rate under title I 
transactions, it would nullify the effect of the checks, would it not? 

Mr. Lawson. I am not 

Mr. Hetmerecut. I do not think there is any suspicion of collusion 
although it is technically and theoretically possible, I suppose. We 
cannot definitely state that there has never been a case of collusion 
and never will be. Short of collusion, I think there is every safeguard 
in the world because the foreign mill pays the money, their own money, 
for that cotton. He cannot get any benefit from that. Those are so- 
called counterpart funds which the Treasury has stacked up around 
the world. I do not know what they are doing with them, or what 
they ever will do with them, but they have them. 

think that, outside of collusion, that there is no possibility what- 
soever of converting foreign currency into dollars. 
__ You keep bringing up this question of collusion. Do you have any 
idea that there is collusion ? 

Mr. Naueuton. I prefer not to answer that right at the moment. 

Mr. Hermprecut. If you are charging, or if you are asking us 
questions as to what might happen in case there is collusion, I think 
that we ought to certainly be shown the courtesy of being able to 
answer some specific charges rather than a vague allegation that there 
may be collusion. There may be collusion but we do not know of any. 
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Mr. Lawson. The first one would be clamped down on and any 
member of this organization that went in for this 

Mr. Naventon. What about the situation that occurred in New Or. 
leans involving purchases from the CCC, rather than sales under title 
I. Is it not true that five exporters and a broker were indicted on 
charges of collusion in purchases of cotton from the CCC ? 

Mr. Lawson. Yes. I would say it hit the headlines of all of the 
papers and then they were indicted and thrown out of court follow. 
ing which there was a little article about this back on the back page, 
They hurt their reputation by this unjust accusation. There was no 
collusion. 

Mr. Naventon. The allegation was that instead of individual— 

Mr. Hetmprecnut. I know what the allegation was. 

Mr. Naventon. The allegation was that individual shippers, in. 
stead of placing their bids to CCC directly for CCC cotton, were chan- 
neling them through a broker in New Orleans. 

Mr. Heitmprecut. That is true. 

Mr. Naveuron. Who was, according to the indictment, advising 

. ° “A 5 
them if bids had already been placed on specific lots 

Mr. Paxton. I think the answer to that is that none of the charges 
were proven. 

Mr. Lawson. I do not see why you want to bring it wp when they 
were vindicated. i 

Mr. Naverton. Do you know the circumstances under which the 
charges were dismissed? Were they tried on the merits or were they 
dismissed on technical grounds ? 

Mr. Hetmeprecut. What was it dismissed on ? 

Mr. Naveuron. Our information from the Justice Department is 
that the dismissal was because of a collateral issue that the Justice 
Department did not wish to get into. 

Mr. Hetmprecnt. If there was a case of collusion, I cannot imagine 
the Justice Department not wanting to proceed with it. 

If you want to talk about everything that happened in the cotton 
business from the year 1900, we may have to get a little further 
documentation. 

I do not thmk this business of whether, in fact—I believe there 
were eight firms indicted instead of five—but at any rate the number 
of firms indicted, and whether they were vindicated has nothing to 
do with title I of Public Law 480. 

Mr. Naveurton. I think it is quite relevant in view of the point 
made in the statements that one of the greatest protections the tax- 
payers have in spending this $600 million to finance the cotton is 
that there is substantial competition in the trade. 

Mr. Heutmerecnt. There are 150 or 200 active exporters. The 
American Cotton Shipper Organization has over 700 members and 
I can assure you—and I think you would be convinced if you looked 
into it thoroughly—that the competition is fierce. None of us are 
comparing notes with each other. It has never worked and never will 
work. Certainly, there is not even a faint charge that there was 
collusion between some of our members and foreign members under 
this program or with free dollars. 

Mr. Naventon. In a competitive bidding system, if a majority, or 
a large percentage of the bidders are funneling their bids through one 
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individual who has a chance to compare them and allocate them, it 
isnot a situation which would result in competition, is it # 

Mr. Lawson. Do you have any idea how many bids were put in 
on these lots they were accused of collusion on ¢ 

Mr. Naveuton. On these particular lots? 

Mr. Lawson. Yes. 

Mr. Naveuton. No, I donot. 

Mr. Lawson. I venture to say there were three times as many bids 
as these five or eight people on this cotton. 

Mr. Naveuton. However, Mr. Biggs told us 

Mr. Lawson. I think it would be interesting to find out. 

Mr. Naveuton. Mr. Biggs told us that 60 percent of the cotton 
sold by the CCC at one time was purchased by firms utilizing the 
services of Mr. Wolf, the broker. 

Mr. Hetmprecut. What is the point to be proved in connection 
with Public Law 480, title I? 

Mr. Naueuton. The point is as to the extent of competition that 
exists in the cotton industry, and as to whether there is adequate pro- 
tection in the expenditure of taxpayers’ dollars. 

Mr. Hetmerecutr. Do you have any idea of charging us with 
funneling all of our sales prices through some broker ? 

Mr. Buarntx. May the Chairman, who is quite uninformed on 
this cotton situation, say that he does have some experience in govern- 
mental regulatory agencies. You are not charged. I can assure 
you that I sit here as acting chairman this morning as a most inter- 
ested and sympathetic listener and observer. I am sure that the 
counsel certainly makes no attempt to charge. There have been 
instances—and they may be very small percentages, I do not know— 
but we would be interested in knowing what has happened. 

You gentlemen are presenting a record of experience as you see it 
and we will make a complete record and the statements will be self- 
sustaining and self-explanatory. 

I hope you gentlemen do not get the impression that you or your 
association are being charged. We are trying to get at the facts of 
this situation. Counsel has reason to believe there have been some 
serious abuses and there have been some indications of this. How 
great, it is our objective to find out. 

Mr. Paxton. May I makea statement ? 

I think it should be recognized by all concerned that the cotton 
ene and selling business, cotton shippers, is probably the most 

tighly competitive business in the United States. We have no con- 
nections. We have been friends. Mr. Lawson has a firm and Mr. 
Helmbrecht, and we probably all sell to the same firms in Bremen, 
Germany. We have no idea what the others offer cotton at. Some- 
times we sell it on types and descriptions but we all compete. 

I have just come back from Europe and I had an opportunity to 
talk to six cotton exchanges over there. They are highty organized 
and we are organized here in this country. If any cotton is shipped 
by a seller, there is always a buyer who is going to examine that cotton 
because he has put his money into it. He has bought it. If that 
cotton does not come up to the quality of the description sold, or is 
not equal to the type of a previous shipment, the buyer has a perfect 
right to demand an arbitration. These boards are so set up. They 
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use U.S. standards for grades. Shipments on sales on type are 
valued by comparison with type samples. 

Toa large extent, the taxpayer in the shipment of cotton bought 
from the Government benefits from this highly competitive system, 
The foreign buyer is going to demand that he get what he put his 
money into. We have rules and regulations tha at we are enforcing 
that apply to the contracts, delivery, quality, and so forth. The buyer 
has a perfect right to insist upon performance. The whole sy stem js 
open and aboveboard. It is well regulated according to the rules. J 
think it is well to remember that. 

Mr. Buarnirx. Mr. Naughton? 

Mr. Naveuron. I think there is a lot to what you say and I would 
certainly agree, with the limited knowledge I have of the cotton trade, 
that when dollar sales are being made to dollar customers, partic ularly 
in the United States, it is highly competitive. The buyer and th, 
seller know their business thor oughly and anyone who ships below- 
grade cotton to customers will not “have that customer ver y long. 

What we are talking about now is a rather unusual Situation. I 
know where there have been compiaints from the cotton trade about 
the Government being heavily engaged in the cotton business. The 
Government now, or ‘until very recently through the CCC, was the 
largest seller of cotton in the whole world. Natur ally, every cotton 
shipper is going to be careful to protect his own interests, and this 
would tend to make the industry highly competitive in nongovern- 
mental transactions. 

But if a situation should arise where a group of individuals combine 
for the purpose of purchasing cotton from the Government at a lower 
price, it would be a situation where they could all benefit at the expense 
of none of them. 

That is what was alleged by the Justice Department in New Orleans. 
The indictment was dismissed, as I understand it, not because the 
Justice Department felt there was no case on the merits, but because 
the grand jury witnesses had been sworn to secrecy, and the Justice 
Department did not wish to try this collateral issue at that time. The 
Department subsequently continued in an effort to get a civil injune- 
tion against Mr. Wolf, the broker, which was dis smissed within the last 

3 or 4 weeks, not on the grounds that this practice had not occurred, 
bet on the grounds that it was moot and that it was not occurring at 
the present ‘time. 

I do wish to make clear 

Mr. Paxton. I believe that firm is not permitted to operate in con- 
nection with the CCC; is that correct ? 

Mr. Navuecuron. I would say that through a change in regulations 
by the CCC it is certainly against regulations for a bid to be sub- 
mitted through a broker, so that the situation for which the indict- 
ments were handed down in 1955 or 

Mr. Paxton. I believe that all bids were required to be submitted 
to the Director of CCC in New Orleans. This matter is behind us. 

Mr. Navucuton. There is no suggestion that the particular situa- 
tion which was the subject of the indictment is now occurring. I refer 
only to that particular situation. 

One of the comments you made was that the importer could com- 
plain if the shipments were not proper quality. Without regard to 
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whether it does or does not exist, if collusion existed, there would be 
nocomplaints. I think that is clear to everybody. 

There is another situation in the case of some of the countries less 
sophisticated in buying cotton under the title I program—that if their 
standards were not as high and if they are not as good judges of cotton, 
it might be possible to deliver a little easier grade of cotton than you 
could get by with in the United States. 

Is it not common knowledge in the trade that the oversea grades 
are a little bit easier than in the United States ? 

Mr. Hetmerecut. I do not think so. 

Mr. Lawson. It used to be. 

Mr. Heitmprecut. I do not think that is so. 

First of all, all of these foreign arbitration boards are recognized 
by the U.S. Department of Agriculture. How could they be any 
easier? You said something about the “less-sophisticated countries.” 

Could you tell us maybe one or two of those less-sophisticated 
countries ? 

Mr. Lawson. We would like to sell them. 

Mr. He_mprecuy. We would like to know which ones you are re- 
ferring to. It is rather hard to know who is sophisticated in this thing 
and who is not. 

Mr. Paxton. May I say that the classification of cotton is not an 
exact science. You cannot measure a bale of cotton like a piece of 
lumber. You can weigh it, but there are a lot of things that go into 
making up a bale of cotton, such as staple, character, tensile strength, 
and feel of the cotton. 

Of course, the main secret of any business is to please your cus- 
tomer. You may have one customer who is making one thing and 
he would want just a little bit different cotton from the fellow out 
here who is making something else. A broadcloth manufacturer does 
not need the same type of cotton as a fellow who is making wash and 
wear and who wants strength. This fellow over here wants smooth- 
ness in appearance. The man making underwear or wash and wear 
shirts, and so forth, has to have tensile strength to stand that washing. 
The classification of cotton is not an exact science and the secret of 
any operation in the cotton business is to give your customer what 
he wants and what he is willing to pay for. 

This is the way we determine our values. 

Mr. Lawson. Let me say this: We are with your committee. We 
are not against them. We would be the first people to help you if 
we knew of any collusion going on because we would be as morally 
indignant about it as you would be. If we knew of any collusion, 
you would know. 

We are just as much interested in the taxpayers’ money as you are 
and maybe a little more. If we knew anything about any collusion, 
you would hear about it. We are in favor of this thing being just as 
open and aboveboard as anybody. 

Mr. Naveuron. It is definitely recognized that for several indi- 
viduals to get together and funnel their bids to a Government agency 
on cotton through one individual would not be a proper practice? 

Mr. Lawson. I would not think it would. I think you are beating 
an old bag here. That thing is a little old and behind us. I do not 
know why you keep trying to bring it up. 
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Mr. Naventon. For example, if the Government of Korea were 
calling for competitive bids on cotton, let us say that six or eight jn. 
dividuals supposedly competing against each other bid through one 
individual. 

Mr. Lawson. I think that is against the regulations. 

Mr. Navenrton. It should be. I am not sure whether it is, 

Mr. Lawson. I think so. 

Mr. Naventon. You would recognize that that cuts down on the 
competition ? 

Mr. Lawson. How many firms did you say, six or seven ? 

Mr. Naveuron. More than one with the same agent on the same 
transaction. 

Mr. Lawson. I do not think it would cut down the competition 
much because there is so much bidding on CCC cotton; maybe 50, 75 
or 100 bids. 

Mr. Naverrron. I am talking now about foreign government pro- 
curement where there would be a more limited number of bidders. 

Mr. He_mprecut. There are quite as many bidders on that Korean 
sale as there are buyers from CCC, New Orleans. 

I agree with Mr. Lawson that there will be so many offers submitted 
and we will have five or six shippers; if they should submit their 
prices through one individual, I do not know whether it would cut 
down competition. I do not know whether that situation exists as 
a matter of fact. 

Mr. Navenron. You would have no knowledge then as to whether 
Mr. Wolf might have transferred his operations from the domestic 
field to the foreign field and be engaged in this kind of a situation? 

Mr. Hetmprecur. I do not know personally whether he is or is 
not. I know that we are not doing anything along those lines. 

Mr. Navenron. Have you heard? 

Mr. Hetmprecut. As a matter of fact, Mr. Naughton, I cannot 
really imagine why anybody—I am speaking my own thoughts on 
the subject and I assume the others feel the same way—lI cannot 
imagine why I would want to submit my bids to Korea through Mr. 
Wolf and pay him a commission. I believe it is required that when 
Korea is in the market the information be publicized. It is cireu- 
larized to all of our members. It is an auction system in Korea and 
I can sell that cotton for the same price direct to Korea as I can by 
submitting my price through Mr. Wolf. Personally, I would never 
submit my bids to Korea through Mr. Wolf. 

In some of these foreign countries where we sell through foreign 
selling agents, that agent performs a function. When you have a 
flat auction system, like Korea, on form A, certificates for quality, 
I do not see why. I certainly would not submit my bid through any 
broker, Mr. Wolf or anybody else. 

I am just taking that commission out of my pocket. 

Mr. Lawson. You would have less chance of selling it through Mr. 
Wolf because you would have to pay Mr. Wolf a commission and, 
therefore, you would have to raise your price to take care of that 
commission. 

Mr. Navcnuton. Of course, if several or all of the bidders in this 
transaction were working through Mr. Wolf, through him they might 
have knowledge as to the extent or amount of bids being made by 
others. 


2a. were 
ight j In- 
igh one 


on the 


i@ Same 


etition 
/ » 50, 7 i 5 


nt pro- 
ers, 
Corean 


mitted 
t their 
ld cut 
ists as 


hether 
mestie 
ation ? 
or is 


‘annot 
its on 
‘annot 
h Mr. 
when 
cireu- 
a and 
an by 
never 


reign 
ave a 
ality, 
h any 


n Mr. 
and, 
that 


| this 
night 
le by 


SS cc eee 


INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 727 


Mr. Lawson. If we could get all of our cotton shippers together 
and put their bids in on everything g, it would be wonderful. We 
would have just one price. 

Mr. Naventon. This is certainly a practice which 

Mr. Lawson. It is certainly not a practice now, I guarantee you. 

Mr. Naventon. You are sure of that? 

Mr. Lawson. I am absolutely sure. 

Mr. Hetmerecur. It is not a general practice. It is obvious that 
I am one particular individual who does not do it. I do not think 
Mr. Lawson does it. I am sure that every bid that goes to Korea does 
not go through Mr. Wolf. I do not know of any that go through, 
but there m: Ly be. 

Mr. Naucuton. Have you heard some reports of that ? 

Mr. Hecmprecut. I have not heard of any. 

Mr. Naucuron. You are not sure one way or the other? 

Mr. Hevmprecut. I have not heard any such report. 

Mr. Lawson. You can be sure I have not, too. 

Mr. Paxton. Nor have I. 

Mr. Naventon. You indicated in your statement, Mr. Lawson, that 
court litigation is virtually nonexistent in the United States on the 
quality ofc otton shipped. 

Mr. Lawson. That is right. 

Mr. Naveuron. Are you familiar with the statute which provides 
that a classification by an official of the United States shall be prima 
facie evidence in court of the quality of the cotton that is classed / 

Mr. Lawron. No. It might be prima facie evidence in court but not 
anywhere else. 

Mr. Naucutron. Of course, your arbitration boards do use the Uni- 
versal standards? 

Mr. Lawson. Yes, they do, but that is not the same as Government 
class, by an official. 

Mr. Naveuton. Do you know of any case, in the absence of fraud, 
where anyone has successfully gone to court and upset an official U.S. 
classification of cotton as proof of the actual quality of the cotton ? 

Mr. Lawson. No; I know of one case which went to court which 
was a matter of a contract and when the judge found that we had an 
arbitration board to handle this matter, he left it to the arbitration 
board and said that the findings of the board would be binding. 

Mr. Naventon. Did that involve certificated cotton ? 

Mr. Lawson. No. 

Mr. Paxton. As a matter of fact, Government classification will 
not always stand up in the arbitration boards. We have quite a prob- 
lem right now in what we call averaging of factors. In other words, 
if you have a two-sided bale and one side of the bale is Good Middling 
and the other side Strict Middling, the Department of Agriculture 
class that as Strict Middling-plus. 

The Atlanta Arbitration Board, which arbitrates all quality claims 
of domestic mills, insists that the cotton has to be equal in every re- 
spect and it will not pass it as Strict Middling-plus because the lower 
side is Strict Middling in that sample. Again, I say that the classi- 
fication of cotton is not an exact science. 

Mr, Naventon. I think that everybody recognizes that and we do 
not intend to go extensively into classification this morning. 

64140—61— pt. 2——-24 
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There were some rather substantial refunds made on cotton sold 

from CCC stocks, which had been in storage for some time. Upon 
reclassification substantial refunds were paid because the classification 
of the cotton was lowered. 

Is it your feeling that cotton deteriorates with age / 

Mr. Lawson. The color will deteriorate, depending on where it is 
stored. Cotton stored in a high, dry climate will not deteriorate as 
fast as cotton stored in a hot, humid climate. 

Mr. Nauewron. Cotton is certainly not one of the more perishable 
commodities we store. Generally, it keeps pretty well but does not 
improve with age and there might be some deterioration / 

Mr. Lawson. It is not like whisky. It will not improve with age, 

Mr. Naueuton. Incidentally, I noticed here in your statement you 
mentioned that the cotton industry has been disturbed at the rapid en- 
croachment of centralized Government into their business. 

Assuming that it could /» worked out satisfactorily, would you be in 
favor of a type of program im w!'ch price support would be fur. 
nished by some form of production payment paid directly to the pro- 
ducer which would then leave the rest of the cotton business in the 
normal channels / 

Mr. Lawson. May Lanswer that ? 

Mr. Naueuron. Surely. 

Mr. Lawson. Speaking personally and not for the association, I 
think the present system is the most roundabout way. I am a firm 
believer in the compensatory payment plan, call it whatever you 
want. It is the simplest thing in the world. 

At present, the Government sits in W ashington and puts a differ- 
ential on 336 different kinds of cotton, different staples, and grades. 
They cannot possibly tell what the supply of each will be. Those dif- 
ferentials hold for about 14 months after they come out. They may 
put a differential on Low Middling cotton of 450 to 700 points under 
the basis price. If we have bad weather in the fall and a low grade 
crop, then the price of low grade, or Low Middling, goes right down 
to this difference and if there is more Low Middling produc ed than 
there is demand for, then the Government gets all of the Low Middling 
because of the low grade crop. 

If the crop is high grade and the differential is wide—the differen- 
tial on high grade above Middling, the Government then gets only 
the high gr: ade because there is no demad for it at the wide difference. 

There is plenty of high grade, so it goes into the Government stock. 
In other words, the sy stem does not allow the law of supply and de- 
mand to function. The Department uses last year’s figures for the 
price they are going to put on cotton next year and they have no way 
in the world of telling what the supply of ae grade or high grade is 
going to be next year. They do the best that they can. 

I guess they have to do it, but it is a very, very bad thing, and as 
damaging : as the high support price. It keeps cotton from moving into 
normal channels of consumption and stored in the Government’s stock- 
pile. 

Mr. Naveuton. Then you feel that 

Mr. Lawson. You are talking about the taxpayer. It would really 
help the taxpayer if actual commercial differences were used. 


Mr. Naueuton. We do not have jurisdiction over that particular 
part of it. 





—- 7 = 


. sold 
Upon 
‘ation 


: it is 
ite as 


hable 


S not 


ze. 
it you 
id en- 


be in 
» fur- 
> pro- 
n the 


ion, I 
. firm 
r you 


liffer- 
rades. 
e dif- 
> may 
under 
grade 
down 
than 
idling 


Teren- 
; only 
rence, 
stock. 
id de- 
or the 
o way 
ade is 


nd as 
g into 
stock- 
really 


icular 


INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 729 

Mr. Lawson. I wish you did. 

Mr. Naucuton. You do feel 

Mr. Lawson. It is the most unwieldy and cumbersome thing. If 
you could support the price of Strict Middling inch cotton and re- 
wvardless of how much low grade were produced or high grade, he 
would get his check based on what Strict Middling cotton is sold for 
that day and in an amount equal to the difference below the guaran, 
teed price. If Strict Middling inch cotton were guaranteed at 32 cents 
and he sold his cotton today, with October let us say, selling at 28 cents, 
then he would have a 4-cent check coming to him for 50,000 pounds of 
cotton, if that was his allocation. Then he could raise any type cotton 
he wanted and sell it and these differences would adjust themselves 
according to the law of supply and demand. 

If your have a lot of low grade cotton and the price goes down, 
then it will be consumed, but if you have a Government price on it 
as at present and it cannot go down, then the Government gets all 
of the low grade cotton. You get thé point I am making? 

Mr. Naveuton. Yes, I do, and this would also probably answer 
the complaints which have been made by the cotton mills about com- 
petition from imports which are milled from cotton that goes out 
under subsidy at lower prices than they can get it in the United States? 

Mr. Lawson. That is right. It would eliminate the necessity of 
Government classification of all cotton. Cotton would sell on its own 
merits. Cotton fertilized well and planted of good seed would get 
a good price and maybe a price higher than the 32 cents, but which 
would be for Strict Middling inch. 

He would get a premium for it. The way it is now, practically 
every farmer is trying to get his cotton beaten up and all of the trash 
is knocked out so that it is as bright as can be; all so he can get a 
high Government class. It is no good for—— 

Mr. Paxton. This treatment of the cotton is causing a very adverse 
effect on American cotton all over the world. Europe is complaining 
severely about the quality of American cotton. We think that the 
reason for this is that this system of high support prices and restricted 
acreage is a natural inducement to getting the highest green card grade 
possible on it. Therefore, in the last 5 years, there has been a tre- 
mendous amount of gin machinery equipment, new methods and so 
forth, in this transition period from hand-produced cotton to machine- 
produced cotton. We are, I am afraid, overheating and overginning 
our cotton to get the leaf out of it, and consequently the higher Gov- 
ernment class and price, but we are taking the natural vegetable oils 
out of the cotton. We are getting complaints from all over the world 
and, as a result, we are facing tremendous new competition in our 
European markets, from Russia, Greece, Syria, Ghana, and Colombia. 
That is in addition to all of the other countries like Mexico and Brazil 
that have produced cotton for a number of years. Cotton is being 
largely hand-picked in these cheap-labor countries. A lot of it is 
roller ginned, which is a very slow process compared with the saw 
ginning we use. As a result, they are getting very good character 
fiber cotton and it is competing strongly with our cotton. We are 
getting a very bad black eye in Europe. 

Mr. Lawson. You cannot blame the farmer. 
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Mr. Naveutron. Of course, the Government is in no position, with 
the size of operation they hav e, to operate on any basis other than 
universal standards. 

Mr. Lawson. That is right. 

Mr. Naveuton. Whereas if there were a sale to a mill, you could 
leave the leaf in and probably get a higher price with the leaf j in, 
because it has desirable characteristics. 

Mr. Paxton. That is the reason I said a few moments ago that there 
is much more to a bale of cotton than grade and staple. While we must 
buy from the CCC on grade, that is a small part of the makeup of that 
bale of cotton. If we have a customer we have been selling to for 15 
or 20 years and he wants a certain characteristic in his cotton, we find 
it for him. We produce variety and that is what makes specific 
products. 

Mr. Lawson. We have to pay a premium to bypass some of this 
cleaning machinery. They pay a premium for the cotton. 

Mr. Navewton. You recognize the problem the CCC has in operat- 
ing strictly from documents -and that they could not possibly operate 
on the basis of private types because the types have no meaning to 
them ? 

Mr. Lawson. They could not handle that much cotton on such a 
basis. 

Mr. Nauenton. Of course, that is the reason on these title I trans- 
actions that the exporter, even though he makes a sale on a private 
type, is required to furnish to CCC a description of that cotton in 
terms of the universal standards. 

This brings me to this point: CCC sees only the documents and they 
do not inspect the cotton. 

What assurance does the CCC have that the cotton actually shipped 
on these contracts will be the quality represented by the invoice which 
they are paying ? 

Mr. Paxton. This is on the export of cotton purchased by CCC? 
What assurance do we have or does the Government have ? 

Mr. Naveuton. Does the Government have? 

Mr. Paxton. It falls in the field of competition and the regulated 
exchanges. 

But the buyer and the CCC have the right to arbitrate that cotton 
under the U.S. Government Standards Act. 

Mr. Naventon. Do you think that an exporter has a right to sub- 
mit an invoice describing cotton as Middling Inch and ship Strict Low 
Middling or a lower orade and then submit an invoice to the United 
States describing itas “Middling? 

Mr. Lawson. That depends on the price he received for his cot- 
ton. 

Mr. Paxton. We are always looking for repeat sales. A shipper 
cannot stay in business unless he has a reputation for shipping the 
right kind of cotton. He has to live up to his reputation. His reputa- 
tion has to be such that it is accepted in the market as being a No. 1 
reputation or his customers will buy from somebody else. 

Mr. Naventon. You would recognize then that somebody who de- 
scribes cotton on the invoice submitted to the CCC as a higher grade 
than is actually being shipped is engaging in an improper practice? 

Mr. Heimprecut. “May I putina comment ? 
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Mr. Naventon. Surely. 

Mr. Hexmeprecut. I do not think it is just that simple. 

The shipper has no motive to misrepresent the cotton as described 
in the invoice. If it is misrepresented, the buyer has recourse to 
arbitration and if the CCC has any suspicion that there is a misrepre- 
sentation, the CCC, irrespective of the buyer’s wishes, can force that 
cotton to arbitration. They do that. It is not just a passive thing, 
but something that is being done. The cotton has got to satisfy the 
arbitration board, which will pass on it, and we all recognize, as 

ointed out by the Department of Agriculture—— 

Mr. Naventon. These are foreign arbitration boards which have 
nothing to do with the Department of Agriculture? 

Mr. Hetmprecut. They have quite a lot to do with the Department. 
They are signatories to the Universal Standards Agreement and the 
arbitrators are approved by the Department. While they are not 
American citizens and they do not work for Uncle Sam, they do have 
a large responsibility as to how they class cotton. 

As Mr. Lawson put it in his statement, these people are foreigners 
and there is no reason for them to be biased in favor of the American 
shippers, certainly. 

There is another point. This quality description is just like the 
weight that is invoiced. It is subject to adjustment on arrival. The 
weights are always determined—lI say always, but practically always 
determined—at the port of destination and so is the quality. Both 
of them are reviewed at that time. 

Mr. Naventon. Let me clear up something. It is my impression 
that foreign arbitration boards, although they operate, or are supposed 
to operate under the Universal Standards, are composed half of rep- 
resentatives of exporters and half of representatives of importers. 
The U.S. Government does not have supervision over them. 

Mr. Hetmerecut. I do not believe that is 

Mr. Paxton. Each association has a representative. 

Mr. Lawson. On the appeals board, but not on the arbitration 
board. 

Mr. Hetmprecnt. There is only one case where the American Cot- 
ton Shippers has a representative on the arbitration board and that is 
in Japan. Other representatives are on the appeals boards in these 
countries. The system differs in each market. In some markets we 
have a so-called advocate system where each party appoints the person 
to represent him in classing. In others they have paid professional 
classers, irrespective of who it is and without any knowledge of the 
parties to the contract. The appeal then is not a second classing or 
arbitration. It is merely to review what has already been done. 

Mr. Paxton. Mr. Naughton, could I clear up one point with you? 

The question in your mind seems to be whether the Department of 
Agriculture classification of cotton is consistent with the arbitration 
board ? 

Mr. Naventon. No. I understand they are supposed to work 
under the Universal Standards. My question is, does the U.S. Gov- 
ernment have any supervision over the activities of the arbitration 


board ? 














732 INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


Mr. Paxton. For instance, the members of the Appeals Committee, 
the Liverpool Cotton Association, are appointed by the Departmen; 
of Agriculture because they are signatories to the grades and staples 
and standards agreement. They use U.S. Government standards 
which are prepared here in Washington in that arbitration board, 

Mr. Navueuton. Yes, but in the United States we have review 
classers. When a Government classer takes a sample and classifies 
it, a certain percentage of his samples are sent into a regional appeals 
board or supervisory cotton classer so they can check the accuraey 
of the manner in which this man is grading cotton. 1 

Do you have any kind of a check by the U.S. Government over the 
accuracy of grading by the arbitration boards ? 

Mr. Paxton. Grading by arbitration boards? 

I happen to represent the American Cotton Shippers Association, 

Mr. Naueuton. I am talking about foreign arbitration. 

Mr. Paxton. Export, yes. 

They exercise supervision over the appointment of these appeals 
committee members in Liverpool. 

Mr. Naventon. The U.S. Government ? 

Mr. Paxton. Yes. 

Mr. Navueuton. Do they check the samples graded by the arbitra- 
tion board ¢ 

Mr. Lawson. I would not say—— 

Mr. Paxton. I could not say. 

Let me offer this right here as to relationship: Here is an actual 
case in Liverpool where a shipment of 100 bales were shipped and the 
arbitration committee, which is composed of one person who repre- 
sents the shipper and one person who represents the buyer, they try 
to agree on the penalty, if any, and if they cannot agree they call 
in an umpire. That is the way they operate the arbitration board 
in Liverpool. 

In this case, they passed 61 bales out of 100 and found that they had 
been up to the contract quality. They found 39 bales, 75 points off— 
a below-contract quality. That is not a small claim but it is not 
an excessively high claim. For some reason or other, the buyer of 
that cotton decided he wanted to appeal this lot of cotton and sent 
it to the appeals committee on which we have an American repre- 
sentative, Mr. Hugh Monteith, and I think there are something like 
12 people on that committee. The seller of this cotton was satisfied 
to pay this claim. 

The appeal committee was much harder on the cotton than the arbi- 
tration committee. They passed only 29 bales as up to contract and 
they awarded 151 points off on 71 bales. 

These samples were sent back to the United States. Every bale of 
this cotton was passed by the Department of Agriculture head classer 
at Memphis. 

I think that might give you some light on how our Government class 
on cotton compares with that of these arbitration boards and the ap- 
peals committees. As a mater of fact, they were harder on the cotton 
than the Government classers. 

I am just trying to help you in your thinking. This is an actual 
case. 

Mr. Naueuton. I appreciate that. 
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Let me clear up one rather crucial point. In obtaining payment 
eventually from the U.S. Treasury for shipments under title I, the 
exporter submits an invoice which describes the quality of the cotton 
ageing the same as the contract which he has made and on which a 

rice review has been made. The sale may be on a private type, but 
a description of that type also has to be given in terms of the universal 
east. $.gh3: 

Is it a widespread practice or is it going on at all, do you think, in 
the cotton trade that exporters are deliberately shipping cotton which 
does not conform to the grade described on the invoice ? 

Mr. Lawson. To the grade described on the invoice or to the descrip- 
tion given tothe CCC? Which? 

Mr. Naventon. Well, the description would be the same. 

Mr. Lawson. I would think if you asked CCC that, they would 
be in better position to tell you than anyone else, because they have a 
copy of the contract and they have the shipper’s description of the 
cotton. 

Mr. Naventon. Of course, they have never seen that cotton. 

Mr. Lawson. They see the contract and the shipper. You grant 
that the shipper is being honest—I hope you will—in his description 
to the CCC. 

Mr. Naventon. You would consider it dishonest if he deliberately 
shipped cotton which was not in accordance with the quality described 
on the invoice? 

Mr. Lawson. It is not for me to say. 

Mr. Hetmeprecut. There is no motive for him to misrepresent it. 

Mr. Lawson. I cannot see why he would. 

Mr. Hetmprecut. He has no motive to misrepresent the cotton 
either to the CCC or the buyer. If he misrepresents it, there will be 
a day of reckoning. He has to pay a quality claim. A lot of these 
types can be described as within the approximate range of one of the 
universal standards. Many of them are split grades which defy any 
exact evaluation placed on them in comparison with the standards. 
The reason for that is that the buyers prefer to select their cotton that 
way. It is not something the shipper has devised. It is something the 
buyer has dictated. 

Mr. Naventon. Of course, CCC cannot operate on the basis of pri- 
vate types. CCC will pay out more money on an invoice which states 
that Middling Inch cotton has been shipped than an invoice stating 
that Good Ordinary has been shipped. Certainly the advantage in 
overdescribing the quality of cotton actually being shipped is that you 
can get more money from the Government through that practice. 
Somebody who tried this might get caught when it gets over to the 
importer. 

Mr. Hetmprecut. Then he would have to pay it all back. 

Mr. Naucuton. The exporter signs a voucher in which, as I under- 
stand it, he is making a statement to the Government that he has com- 
plied with the terms of his contract, that he is shipping the quality 
of cotton described in the invoice. If he is not, of course, he has made 
a false statement to the Government, has he not 

Mr. Lawson. Yes; he has. 
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Mr. Hetmerecut. As General Paxton has pointed out, I think there 
is a lot of judgment in this business of cotton cl: assing, and I do not 
think anybody signing these statements willfully and knowingly ig 
trying to hide anything from the Government or from the buyer, 
either. If there is some specific case that we can consider, we would 
be glad to, as we have said. We are the first to do everything pos. 
sible to uphold the morality and the standards of our business. We 
think we doa pretty good job. Wetryto. <A lot of people work on it, 

Mr. Naventron. You would consider it an improper prac tice, then, 
for someone to buy cotton from CCC, we will say, as a very low ‘rrade 
of cotton and pay CCC for a very low grade of cotton and then delib- 
erately to ship that cotton on a contract calling for a much higher 
grade of cotton ? 

Mr. Lawson. What description? Are you talking about the con- 
tract description to the buyer or the exporter’ s descr iption to the CCC? 

Mr. Naverron. The exporter’s description to the CCC. Let us say 
he buys it from CCC as Low Middling and he ships it as Strict 
Middling. 

Mr. Lawson. I can’t see why he would do it. 

Mr. Naventon. He gets more money. 

Mr. Lawson. He might get more money for a few weeks, but as 
soon as the cotton got over = the country where it was going the 
buyer would look at it and claim on him for the difference on the 
cotton, and he would = ave to pay the money back. 

Mr. Naventon. If he did that, he also would have made a false 
statement to CCC, would he not? 

Mr. Lawson. I would think so; yes. If we knew cotton was Strict 
Low Ordinary and he stated he was shipping Middling inch cotton 
in a statement to the CCC, then I would say that he had made a false 
statement, because he is honor bound to tell CCC what that cotton 
is in our grading paper. I don’t see any of us belaboring the point. 
He would. 

Mr. Naventon. That finishes my examination. 

Mr. Brarntx. Any questions, Mr. Langen? 

Mr. Lancen. The hour is growing late. I am surely not familiar 
with all of the items that go into these cotton transactions. I frankly 
admit so. Tam wondering if you will bear with me for just a moment 
or two w hile I clarify in my own mind some of the things that take 
place with regard to these transactions. 

I should like to clarify how a complete transaction takes place. I 
am assuming now that you people as shippers have foreign buyers, 
and in order to satisfy those foreign buyers you must get cotton from 
somewhere. © onsequently, you come to ¢ ‘ommodity C redit in order 
to buy this cotton which is located in a warehouse somewhere. AmI 
correct up to this point ? 

Mr. Lawson. That is correct. 

Mr. Lancen. In order to buy that cotton from Commodity Credit, 
you must buy it on a bid basis, is that correct ? 

Mr. Paxton. That is correct. 

Mr. Lancen. From a catalog. 

Mr. Paxton. That is correct. 

Mr. Lancen. Those bids in turn cannot be lower than prices already 
established. They may be from that point and up. Is that correct! 
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Mr. Lawson. The statutory minimum price or the market, which- 
everis higher, and up. — i 

Mr. Paxron. And it must be higher than competition. Lawson 
may bid on a lot and I may bid on the same lot. We both may bid 
above the minimum and above the market price, but if his price is 
higher than mine he buys the cotton and I don't. ; ; 

Mr. Lancen. There is the matter of competitive bidding in this 

urchase. 

Mr. Paxton. Yes. 

Mr. Lancen. That is the point Iam trying to get at. 

In that instance you have now received a quantity of cotton from 
Commodity Credit at a stipulated price and a stipulated grade of 
some kind. 

Mr. Lawson. That is correct. 

Mr. Paxton. May I interrupt just a minute. Last year we had no 
reclass on that cotton. We took it as is, just what the Commodity 
Credit Corporation advertised it at in the catalog. Quite often it did 
not come up to that standard, but that was our bad luck, because those 
werethe terms of the sale. There wasnoreclass. August 1 we do now 
have a reclass on old crop cotton, not on the new crop but on the old 
crop. 

Mr. LanGEeN. That is a point I wanted to make. 

Mr. Paxton. That is a very important point, too. 

Mr. Lancen. I wanted to explore that next because I am not sure 
Iunderstand it completely. 

So you have now bought this cotton from Commodity Credit at a 
stipulated grade and price. You then say you now have the privilege 
ofareclassification. Am I correct there? 

Mr. Lawson. That is correct. 

Mr. Lancen. There is the possibility that that cotton may have 
deteriorated in storage by Commodity Credit because they may have 
held it for a year or two or three. ‘That time element may have re- 
sulted in a declassification. If that is the case, you then ask for a 
reclassification ? 

Mr. Lawson. No. Reclassification is mandatory. 

Mr. Lancen. If it is mandatory, then it will automatically show up 
as to what the grade may be. 

Mr. Lawson. That is correct. 

Mr. Lancen. If that reclassification now shows a lower grade, then 
you are entitled to a refund, is that correct, in compliance with the 
difference in price and grade, or how is that determined ? 

Mr. Lawson. That is correct. 

Mr. Paxton. Not exactly. You invoice at the lower grade price in 
order to avoid what we call a refund. You see, we pay 85 percent 
on the cotton now. We put up a bond for the 15 percent pending 
reclassification. Then upon reclassification of the cotton, the Com- 
modity Credit Corporation will invoice Mr. Lawson on the reclassifica- 
tion price. 

Mr. Lawson. Mr. Langen, right here I would like to say that we 
have to pay interest, of course, on the 15 percent that we leave off, 
and in addition to that the CCC charges 6 percent on it, which makes 
us pay about 1114 to 12 percent on the 15 percent. We are charged 
both ways. 
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Mr. Lancen. To follow this transaction all the way through, whic) 
is what I want to get clear in my mind, now you are in possession of 
a lot of cotton which has been reclassified at a lower grade and yoy 
have determined the extent to which you may be entitled to a refund 
Now it is a matter of selling it to the foreign buyer. Is that also 
correct ? 

Mr. Lawson. No, sir. The next thing we do, we pay no attention 
to the classification which has been put on this cotton by the Goverp. 
ment, except for price matters. We draw samples on that cotton and 
class that cotton ourselves to see whether it will go to individual mills 
that we know of against contracts that we have already sold. Then 
we class it ourselves for our information. 

Mr. Lancen. So you are going definitely to know the quality of 
cotton that you have and that you can offer to these buyers, because 
the buyers in turn want to buy cotton of a particular classification, 

Mr. Lawson. That is right. 

Mr. Lancen. You want to be sure you can satisfy that classification, 

Mr. Lawson. That is correct. 

Mr. Paxton. We also class it because we guarantee the delivery of 
the contract quality, not on what the Government calls it but what the 
buyer calls it and what we call it according to the type sold and the 
description in the contract. 

Mr. Lancen. Then you proceed to sell that to your buyers. 

Mr. Lawson. Or we have already sold it. 

Mr. Lawcen. You have already sold it, but you deliver it. 

Mr. Lawson. Either way. 

Mr. Lancen. You complete the transaction. Shall we put it that 
way ? 

Mr. Lawson. That is right. 

Mr. Lancen. When you get to that point, the whole transaction is 
complete. Am I correct? 

Mr. Lawson. No. The cotton has to be shipped. 

Mr. Lancen. I am aware of that, of course. 

Mr. Lawson. It has to be received over by the buyer in the foreign 
country. He has either to accept it or arbitrate it. We pay a claim, 
ifany. Then it is complete. 

Mr. Paxton. It is also reweighed at the port of destination. We 
settle on his weights. 

Mr. Lancen. Do we have any way of knowing the extent to which, 
in total volume of purchases from the Commodity Credit Corporation, 
there may be a degrading so there are refunds being paid? Is thata 
big or small percentage ? 

Mr. Lawson. We wouldn’t know. You have mentioned the per- 
centage inthis statement. It was what ? 

Mr. Hetmprecut. Do you mean on the cotton we buy from the 
Government, how much is downgraded and reclassed ? 

Mr. Lancen. Yes. 

Mr. He_mprecut. That varies considerably from season to season. 
The cotton we purchased 2 or 3 years ago had been in storage quite 4 
long time. I believe the reclassification was something in the neigh- 
borhood of $10 or $12 a bale lower than that at which it was originally 
invoiced. At the present time I imagine that downgrading will be 
less, if any, because most of the cotton is last year’s crop and it has 
not been in storage a great length of time. But there is no way to 
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neralize and say definitely that it will be big or little. It depends 
on how long it has been in storage and the circumstances under which 
it was stored. ’ 

Mr. Naventon. I have some figures on the total, if you would like 
them. ' 

Mr. LANGEN. Fine. 

Mr. Naventon. On 15 million bales of cotton sold for export from 
January 1956 to February 1959 by the Commodity Credit Corporation, 
the net reclassification refunds amounted to $167 million. The aver- 
age refund on a little over 12 million bales which were lowered in class 
was $15.58 per bale. 

Mr. Lawson. How much would that be out of 15 million? 

Mr. Navcuton. There were 12 million bales which were lowered in 
quality, of the 15 million. 

Mr. Lawson. You mean there was $15 a bale on 12 million bales? 

Mr. Naveuton. Yes. This was the average on just those which 
were lowered. If you made it on 15 million, it probably would be 
down around $12. 

Mr. Paxton. Mr. Langen, may I say this. You come to the ques- 
tion of why cotton worked its way into the hands of the Commodity 
Credit Corporation. That is in addition to natural deterioration or 
spot or color of cotton in storage. We must remember that this cot- 
ton which has been taken over by the Commodity Credit Corporation 
during a period of months has been offered for sale. Much of this 
cotton which had a Government loan on it was classed so much 
higher than we recognize according to the Government standards, 
it would not move commercially. It would not move into channels. 
It was overclassed in the first place. It was either overclassed or 
it was on a certificate, say, of 15 bales which had to be sold all or 
none. There may be six bales over there so badly overclassed that you 
could not get the value out of it, and that cotton went into the hands 
of CCC. Some of that cotton was probably classed all right, but 
acertain percentage of it was so overclassed that it would not move 
commercially. 

So much of what we have heard called windfall profits is due 
to the fact that the cotton was overclassed in the first place. It is 
not a return of something or a gain for the buyer. He has to sell 
that cotton on a lower classification. 

Mr. Laneen. To follow through on that, [ am completely in the 
dark here but, as I understand, we have large volumes of surplus 
cotton on hand in the Commodity Credit Corporation. Is there 
an effort on their part to try to keep moving or selling the older 
supply constantly as compared to the newer supplies, which would 
offer almost constantly deteriorated cotton ? 

Mr. Lawson. When you buy cotton from the CCC, the way I 
understand it, they may have in the same warehouse 5,000 bales of 
cotton classed, we will say, middling inch and you bid for 100 bales 
of that 5,000 bales. They deliver you the cotton with the lowest bale 
number in the warehouse, which means it is cotton that was put in 
there first. As you stated, they get the older cotton out first, and 
as the buyers come along it whittles down. The last buyer will get 
the cotton that is younger or not so old as the first buyer. 

Mr. Hetmprecutr. May I add one comment on that. When the 
bidder submits his bid to the Government, there is no differentiation 











738 INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


in the catalog as to the year of growth. So in this 5,000-bale example 
there is no way we can know whether it is the previous year’s crop 
or whether it has been there 5 years, for instance. 

Mr. Laneen. In other words, when he is bidding, he has no way 
of knowing whether he is buying cotton produced in 1959 or in 1957, 
for instance ? 

Mr. Lawson. That is correct. 

Mr. Lancen. That he will not find out until he gets the cotton, 

Mr. Lawson. That is true. 

Mr. Hetmprecut. He won’t know then. 

Mr. Paxron. There is also a difference in the character of the 
crop. The crop has a vintage aspect to it, just as in wine certain 
crops are much better in character than other crops. 

Mr. Lancen. By virtue of that complete operation, there is a con- 
stant danger to Commodity Credit that they are going to be losing 
value, so to speak, in their cotton supplies 

Mr. Lawson. Inventory. 

Mr. Lancen. Because of the storage period. That is bound to be 
true with the supplies on hand. Is that true? 

Mr. Lawson. I would not say that was a big factor, but it is a 
factor. 

Mr. Hevmerecut. It might interest you to know that the trade 
suggested to Commodity Credit Corporation that they differentiate 
between the years of growth when they cataloged the cotton last 
month, with a view that buyers might pay a premium if they knew 
exactly what they were getting over what they would pay if they 
didn’t know, but that suggestion was not followed for some reason 
that I don’t know about. 

Mr. Lancen. Two more items, and then I shall be through. 

Is it true in the field of cotton sales, as I know it is in grain, that one 
year will produce a much better quality of cotton generally than 
another year ? 

Mr. Lawson. Yes; definitely. 

Mr. Paxton. And also different territories, and within the same 
territory according to the variety of cotton which is planted. 

Mr. Lawson. And the weather, the rain they got, and the time of 
the rain. 

Mr. Lancen. It then naturally would follow, as it does in grain, 
that the market might be such that in a year when, for instance, you 
produce rather low quality generally, sometimes that low quality will 
sell better because of the fact that you do not have enough of the good 
quality and there is a price determination which plays a big factor. 

Mr. Lawson. That is true. If the price on the lower quality is 
too wide, too far below the price on the high quality, they will buy the 
low quality. 

Mr. Lancen. I know there have been instances dealing with Com- 
modity Credit when, for instance, a particular grain one year would 
show up as poor quality and you would have a difficult time moving 
it on the commercial market. The next year, however, perhaps gen- 
erally produced a lot of real low quality, and you could go back to the 
year before and pick up what was low quality a year ago and sell it as 
good quality this year. Is that combination possible in this? 

Mr. Lawson. No. It would not be sold. It would be sold on its 
merits as a class at the time is was sold. 
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Mr. Lancen. Just one other item. You have made reference to 
the instances in which, upon reclassification, the grade has gone down. 
Are there any instances or any examples where the reverse may be 
true and the grade may go up? 

Mr. Lawson. I just received a 50-bale lot of cotton, and they ad- 
yanced 23 bales on me one full staple. 

Mr. Paxton. I had the same thing, 25 percent. I bought it for 3ho 
and I shipped it for 34, two bales for 144 inch. I wanted 14% inch, 
put I shipped the cotton to my customer because I wanted to get it 
moving before I got the return of the class. They classed 24 bales 
1% inch. It was already in the boxcar going to the mills at 342, which 
isa shorter length. 

Mr. Lancen. May I ask, how does that come about ? 

Mr. Lawson. Once classer classes cotton at one time under different 
conditions from another classer. The second time it is classed by 
another classer under different conditions. Cotton will vary. Even 
the same classer at different times will class a bale of cotton differently. 
Imean within a small range, with 1/32 inch or half a grade. 

Mr. Lawson. It used to be when we could see the sample of the cotton 
classification there is an element of judgment. 

Mr. Lawson. Absolutely. 

Mr. Paxton. Decidedly. 

Mr. Lawson. It used to be when we could see the sample of cotton 
we were buying, but now we can’t see it. We buy it out of a catalog 
and can’t see it. 

Mr. Paxron. I think a good example is that every gentleman in this 
room has two eyes, a nose, a mouth, and two ears, but I don’t believe 
we have any identical twins in this room. That is just the way it is 
with a bale of cotton. There are no two bales of cotton just exactly 
alike. We class within a range above the guaranteed quality. We 
have to get that quality or better. Quite often we have a lot of cotton 
that is not only Middling Government standard cotton but is Strict 
Middling which we have to put in in order to please the customer and 
get the cotton of satisfactory quality. Again I say the classification 
of cotton is not an exact science. You have to exercise judgment, as 
you have very appropriately said. 

Mr. Lancen. I have gathered from your testimony, too, that there 
is the possibility that we might well be able to improve our foreign 
sales if we could consistently show a better quality or if our sales 
were consistently better. 

Mr. Lawson. I think so. 

Mr. Paxton. We are organizing all over the South what we call 
cotton quality improvement committees. We have a committee of 
the cotton association, with representatives from the Atlantic, central 
belt, Texas, and California, for the purpose of getting all this infor- 
mation about good-quality cotton and poor-quality cotton and to try 
to pinpoint where our troubles are and to try to improve the quality 
of American cotton. We are decidedly on the defensive in competi- 
tion with other growers. 

Mr. Lawson. Other countries. 

Mr. Paxton. Other growers and other countries. 

Mr. Lancen. Is this a factor in the entire operation of cotton sales? 
I know it is in grain. I am puzzled about it at times. With the 
Commodity Credit being in the business and with the price support 
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system and all of that, which we will not go into, the tendency jp 
grain seems to be that the commercial market will siphon off all of the 
choice quality by bidding above the support price, for instance, and 
then everything that is not choice will have a tendency to end up ip 
the Commodity Credit stores. 

Mr. Lawson. That is true. 

Mr. Lancen. Consequently, there is a natural trend, because of al] 
this, that you will have the poorer quality offered in this field. Is 
that true? 

Mr. Lawson. That is true, and that is the reason you probably 
should see a good many down classes in the cotton you buy from the 
CCC, because the better quality has been taken out. 

Mr. Lancen. That is all, Mr. Chairman. 

Mr. Naventon. I have one more question, Mr. Chairman. 

I have some notes here on a conference with someone else in the 
cotton industry who indicated that he felt that, with some exceptions, 
the net profit per bale would probably average less than $1 per bale 
after all expenses had been paid. Is that in accordance with your 
understanding ? 

Mr. Paxton. I think if you looked at some of the financial state- 
ments of the cotton shippers for a period, it would overcome some of 
your worries. Yes, a dollar a bale is a good profit. We make les 
than 1 percent. I don’t know of any business that handles billions of 
dollars, as the cotton trade does, for 1 percent or less than 1 percent, 

Mr. Lawson. We would be delighted to get 1 percent. 

I would like to tell you this, Mr. Chairman: The American Cotton 
Shippers also have what we call a fair practices committee. If any 
buyer of cotton from any of our members has any claim which is 
not paid or something is wrong and the contract is not being fulfilled, 
all he has to do is to write to our secretary and that claim will be 
turned over to the fair practices committee. The fair practices com- 
mittee can go to that member and he has to show them his books, 
where this cotton came from, everything about it. That claim has to 
be paid or he will be disbarred from the American Cotton Shippers 
Association. We have what we call a fair practices committee. We 
are also trying to look after these same things. 

Mr. Naveuton. That applies only to domestic shipments? 

Mr. Lawson. No, sir; everything. So if you hear some of these 
things you are finding out about, if you will refer them to our fair 
practices committee we will check up for you. 

Mr. Paxton. Mr. Chairman, may I say we appreciate very much 
the opportunity you have afforded us to come here and appear before 
your committee? We certainly applaud your efforts in having clean 
and honest government, because that is what we want in our dealings 
in the cotton trade. We hope that you will appreciate the fact that 
we do stand for high standards in our trading, and we are highly or- 
ganized. We have rules and organizations. We have arbitration 
committees, and so forth, to settle our differences. By its nature, our 
business is highly competitive, which takes care of a lot of the ques- 
tions that might arise in the minds of some people who might ques- 
tion that the taxpayers are getting everything that is coming to 
them. We certainly agree with you in what you are doing, and 
we appreciate the opportunity of appearing here. 
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Mr. Biatnix. Thank you, General Paxton and your associates. We 
appreciate your cooperation and your very straightforward and forth- 
night statements. . 

Our next witnesses are from the U.S. Department of Agriculture— 
Mr. Sylvester J. Meyers, the General Sales Manager, Commodity 
Stabilization Service, and Mr. Ralph H. Raper, the Acting Director of 
the Cotton Division. | 

Gentlemen, will you assist us in following the direction of Chair- 
man Fountain by taking the oath. Raise your right hands, please. 

Do you swear the testimony you are about to give to this committee 
shall be the truth, the whole truth, and nothing but the truth, so help 
you God ? 

” Mr. Meyers. I do. 

Mr. Rarer. I do. 


TESTIMONY OF SYLVESTER J. MEYERS, GENERAL SALES MANAGER, 
COMMODITY STABILIZATION SERVICE; ACCOMPANIED BY RALPH 
H. RAPER, ACTING DIRECTOR, COTTON DIVISION 


Mr. Buarntx. Mr. Meyers, have you a prepared satement ? 

Mr. Meyers. Yes, sir; I do, Mr. Chairman. 

Mr. BiarniK. In the interest of time, would you give us an oral 
summary statement and we will include the complete text of your 
testimony at this point in the record ¢ 

Mr. Meyers. I think our preference, Mr. Chairman, would be to 
read it into the record unless you prefer to handle it differently. 

Mr. Buatnrx. We don’t have much choice at the moment. We may 
havea quorum call. We apologize for putting you under the pressure 
of time. 

Mr. Meyers. You say you now have 

Mr. Buarnrk. We may have a quorum call. 

Mr. Meyers. You may have. I understand that. The only point 
I make about it is that we appear on rather short notice, and neither 
Inor Mr. Raper feels that we are in a position to make an adequate 
short résumé of the statement. Unless the committee would just ques- 
tion us as we go through with our presentation, I would prefer to 
handle it on the basis of reading it. 

Mr. Buarnik. Counsel then suggests, if it is agreeable with you, 
Mr. Meyers, that we include your statement at this point in the record 
and have some questions which he may be able to ask at this time. 

Mr. Naveuton. I thought I would try to ask one or two questions 
before we have a quorum call. 

(Mr. Meyers’ prepared statement follows :) 





STATEMENT OF SYLVESTER J. MEYERS, GENERAL SALES MANAGER, CoMMODITY 


STABILIZATION SERVICE ON CoTTron Price REvIEw UNbDER TITLE I oF PUBLIC 
Law 480 


I would like to read at this time and have included in the record of the hear- 
ings today on behalf of the Department a statement on cotton price review under 
title I of Public Law 480. 


I. Poticy In EFFECT AT THE TIME OF PREVIOUS INTERGOVERNMENTAL RELATIONS 
SUBCOMMITTEE HEARINGS ON THIS SUBJECT 


Supplier’s sales prices for the quality of cotton described in the copy of the 
sales confirmation furnished by the supplier were review in relation to the 
market prices and any other related information available to the New Orleans 
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CSS commodity office. Where prices appeared to be reasonable on the basis of 
this review, they were approved. 

The use of arbitration and appeals was permissive in accordance with the pro. 
cedure in effect at that time, but there were no set circumstances under whi 
arbitration would be requested except to the extent the New Orleans CSS§ ¢op. 
modity office might have had information, or for other reasons believed, tha 
a shipment was not proper or that there was collusion involved. The New 6p. 
leans office had found no reason to request arbitration up to the time of the 
hearings. During the course of the hearings, among other things, questions 
were raised as to whether the quality stated on the sales confirmation furnisheg 
by the supplier was the quality of the cotton actually exported. 


II. CHANGES IN COTTON PRICE REVIEW POLICY SINCE THE COMMITTEE HEartygg 


A. All price reviews to be made on the basis of constructed export market 
prices. Currently, the New Orleans office examines each sales confirmation anq 
compares the export sales price, converted to a port basis, with the calculated 
price, converted to a port basis, at which the exporter could be expected to obtain 
cotton to fill the contract under the different methods available to him. The epr. 
rent methods for obtaining cotton for fall shipment are— 

1. Purehases in the spot market. 
2. Purchases of 1959 and prior crops cotton from CCC. 
3. Purchases of 1960 choice (A) cotton from CCC. 

If the sales price is within a reasonable range of the calculated prices for 
obtaining cotton under any of the various methods, it is considered, for price 
review purposes, an acceptable price. 

B. The basic worksheet used in making cotton price review has been revised 
from time to time to include all pertinent information needed to construct ex. 
port prices and other items necessary to complete the review. 

C. Provisions have been made for complete documentation of every price re- 
view including the use of the revised and enlarged worksheet in order that the 
record will be clear as to the factors and items considered and used. 

D. Specifie provisions have been made for requesting arbitration and appeals 
by CCC. In all cases except those where cotton is sold on form A certificates, 
the New Orleans CSS commodity office has been instructed to request arbitra- 
tion and appeals on a portion of the shipments. If the information received 
indicates that awards are consistently made in specific countries or against 
specific exporters, additional arbitration and appeals are to be made. In the 
case of the appeals, the boards are requested to furnish the quality of the cotton 
for comparison with the quality stated on the copy of the supplier’s sales con- 
firmation furnished to CCC. Upon receipt of this quality information from ap- 
peals boards, a reexamination of the price previously approved is made. 

The first result from appeal boards, which was from the Liverpool board, 
failed to supply a quality designation in terms of both grade and staple length 
on the lots appealed. Since full quality designation was not furnished by the 
appeal board as had been anticipated, the Department inquired directly of 
the Liverpool appeal board if they could supply on requested lots quality de- 
terminations of both grade, in terms of universal standards, and official staple 
length. Their reply indicated that grade could be furnished but that the uni- 
versal standards agreement did not authorize the furnishing of staple classi- 
fication. We are continuing to request arbitration and appeal on certain ship- 
ments. 

E. On October 8, 1959, CSS designated a committee to review the entire policy 
and procedure covering price review being followed by the New Orleans col- 
modity office. The committee report dated November 13, 1959, indicates that 
as a result of commercial practices, the New Orleans office could not generally 
rely upon the cotton described in the sales confirmation as being the cotton 
actually shipped. It also indicates that this would be a serious defect in the 
operations of the program if the price review were the only means of preventing 
overpricing of the cotton shipped. However, it points out that in addition there 
are both competitive forces in the market and procedural requirements and 
provisions in the program which tend to act as safeguards in preventing over- 
pricing of the cotton delivered under the program. 
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III. SAFEGUARDS AGAINST OVERPRICING UNDER THE PROGRAM 


As previously mentioned there are certain safeguards against overpricing in 
addition to the price review. ‘These safeguards are as follows : 

A. There is keen competition between prospective exporters who make the 
gales. ‘ . 

1. Press releases are issued by the Department the day the purchase 
authorizations are issued. 

2. Daily and trade papers give wide coverage to the releases (this infor- 
| mation is first-rate news in the Cotton Belt). 

3. ACSA sends copies of the releases, with any related information, to 
all of its members. ; 

As a result of the publicity given the purchase authorizations when issued, 
all prospective exporters are in a position to compete for the business. 

B. The interest of importers dictates they purchase the cotton needed and 
as cheaply as possible. ; 

1. Local governments issue some form of import permit or license to 
importers to obtain the cotton (presumably, he satisfies his own government 
that he is entitled to make the purchases). 

2. Importers obtain the cotton in the same general manner with the 
same eurrency as if they were obtaining cotton through normal trade 
channels. 

3. The cotton must be used to make the products required. 

Under these conditions, the importers are competing for and using the cotton 
in the local economy just as if they were regular commercial sales of cotton. 

Cc. The sales are made with all of the safeguards surrounding regular com- 
mercial sales (these safeguards have been developed over the past 150 years of 
exporting cotton from this country). 

1. The sales are made under established contract terms or a set of trade 
rules. 

2. The exporter guarantees the cotton through with the importer having 
the right of arbitration if he believes the cotton is not up to contract quality. 
(Upon delivery, the importer examines the cotton and if he believes the 
cotton is not up to contract quality, may request arbitration. If an award 
or an amicable settlement is made, it is reflected in the financing. It appears 
this provision is used in these sales as much as in regular commercial sales.) 

| D. The provisions of the purchase authorizations assure competition. 

1, The announcement specify generally the quantity and quality of cotton 
eligible for purchase. 

2, They require a lapse of 7 days after issuance before any sales are 
made. 

8. The importer may purchase cotton from any U.S. exporter. 

4. In addition to arbitration described in C2 above, CCC reserves the 
right to require the importer to obtain arbitration if CCC so elects. (This 
provision was originally incorporated in the program in order that CCC 
could, if it appeared that a shipment was not proper or suspected collusion 
in any particular case, request arbitration. It is now being used more ex- 
tensively in order to prevent overpricing. ) 








IV. OTHER METHODS TO PREVENT OVERPRICING 


In lieu of the current provision for price checking, arbitration, and appeals, 
certain other methods have been proposed to prevent overpricing. Two such 
methods are as follows: 

A. Sampling a percentage of bales shipped with price review and financing 

based on the classification of the samples, and 
B. Price review and financing to be based on the last class assigned, by 

USDA boards, to the cotton shipped. 

Neither of these is being done. Both were carefully considered, along with 
making sales on form A classification and all of them were determined unde- 
sirable. To do either would make the operation of the program very cumber- 
Some to the exporter, would increase the export sales price of the cotton mate- 
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rially to reflect additional services required of and risks taken by the exporter 
and would make the program much more difficult to administer both for the 
exporter and CCC. In addition, comments about the two methods follow : 

Under the first method, samples would presumably be drawn from a sufficient 
quantity of cotton from each lot, at the time the cotton is ordered shipped for 
export, to adequately represent the lot. Cotton is bought and sold in the Uniteg 
States on the basis of samples from each bale. Also, arbitration on exports op 
a guaranteed through basis is on an individual bale basis. It is doubtful jg 
exporters would ever agree to or be willing to export cotton with the amount 
of financing to be determined on this basis with the classification from only g 
part of the bales. Even if samples from all of the bales were obtained ang 
used to arrive at the value to be financed, exporters would, we believe, find this 
method much more objectionable than requiring sales on the basis of form 4 
classification. In the latter case (form A), the exporter knows the value of the 
cotton to be financed when he orders it shipped, whereas, if the value of the 
cotton to be financed can only be determined from samples drawn at the time of 
export, the exporter will not know the value to be financed until after the cottop 
is actually afloat. This system would work a serious hardship on the smaller 
firms as well as the larger firms with a limited line of credit. 

Under the second method, it would be necessary for exporters to obtain the 
last USDA class for each bale to be exported and to ship each such bale against 
a contract calling for cotton of the grade and staple of that particular bale, Some 
of the problems are— 

(a) All bales are not classed by USDA. Any such bales would have to be 
classed before they would be eligible for export. However, this is not the 
major problem. 

(b) There is no system of permanent bale tags in use which is effective 
or reliable for purposes of grade identity tracing or preservation. 

(c) There is currently no system in the cotton trade that assures the 
USDA, or even the sellers, class of a bale being transmitted to the buyer by 
the seller. The buyer usuaily relies on his own evaluation (classification) 
of quality. Even if a merchant sells cotton as a particular grade and staple 
guaranteed through, the buyer’s usual recvurse is arbitration by an appro- 
priate board. Previous classification by USDA or merchants are not mate- 
rial in the settlement. Merchants are always reluctant to ship cotton on 
another’s class. 

(d@) Cotton continually changes in quality. Not fast or by any known 
pattern—but it changes. Under this method, how long would a USDA elass 
be acceptable? Forever, 2 years, 1 year, 6 months, or 3 months. The 
USDA currently requires freshly drawn samples for classification and ICA 
will not accept a form A certificate if classing was done more than 90 days 
earlier. If acceptable class limited to a 90-day period, there would perhaps 
be less that 10 percent of U.S. cotton currently in this country with an eli- 
gible class. Even if you made it a year, perhaps less than 50 percent would 
be eligible. 

(e) The old saw “cotton classing is an art, not a science” is sound. No 
two classers, no matter how competent, will always assign the same elass 
to samples. USDA has a review procedure established for reclassing. In 
establishing the procedure it is recognized that samples may get juggled, 
classers may make errors and competent classers may class the same 
samples differently. The review class assigned is the review board’s idea of 
the grade and staple of the sample in question at the time of the review. 

(f) Many export sales contracts contain in addition to grade and staple 
descriptions, Micronaire, Pressley, or perhaps other requirements. This is 
particularly true in contracts between the more progressive merchants and 
efficient mills. These factors are not included in the USDA classification. 
To disregard them, as this method would do, would tend to prevent mills 
from obtaining cotton with the fineness, strength, and other characteristics 


desired. 
Mr. Naventon. The subcommittee made some recommendations in 
a letter to the Secretary last September regarding tightening up of 
the assurances that the Department of Agriculture had with respect 
to the quality of cotton being shipped. Mr. Meyers, what assurance do 
you have as of the present time when you receive an invoice describing 
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cotton as a specified quality under the universal standards, that the 
cotton shipped on that invoice is actually the quality which is 
represented ¢ ’ 

Mr. Meyers. Mr. Raper will answer that. 

Mr. Rarer. To answer your question, in the statement over on page 
3, 1 want to read directly from the statement on that point. Section 
E on page 3, about two-thirds of the way down, reads as follows: 

On October 8, 1959, CSS designated a committee to review the entire policy 
and procedure covering price review being followed by the + Orleans com- 
modity office. The committee report dated November 13, 1959, indicates that as 
q result of commercial practices, the New Orleans office cond not generally 
rely upon the cotton described in the sales confirmation as being the cotton 
actually shipped when you base it on official standards for grade and staple. 
It also indicates that this would be a serious defect in the operations of the 
program if the price review were the only means of preventing overpricing of 
the cotton shipped. However, it points out that in addition there are both 
competitive forces in the market and procedural requirements and provisions 
in the program which tend to act as safeguards in preventing overpricing of 
the cotton delivered under the program. 

Mr. Naucutron. You are relying upon competitive forces in the 
market. That essentially is passing the responsibility, is it not, over 
to the trade itself ? 

Mr. Rarer. We have no reason to think that the competitive forces 
in this market under this program have not resulted in the cotton 
that has been shipped being fairly well priced. We have no reason 
at all to think the cotton has been ser iously over pr iced. 

Mr. Naventon. You said “fairly well priced.” What reason do 
you have to believe that the cotton being shipped is actually the quality 
which is described on the invoice ? 

Mr. Rarer. I think the position of the Department is set forth here 
in section III where we give the safeguards. That is exactly what I 
think you are talking about; at least that is what I think we should be 
talking about, the safeguards that we think make this program oper- 
ate in the way it should, the things that will keep the cotton from being 
overpriced. 

Mr. Naucuron. You have had some trouble with what you call com- 
petitive forces in the market, because we have discussed earlier the 
indictments in New Orleans for alleged collusion in connection with 
CCC transactions. Have you made any investigation of the competi- 
tive forces in the industry to satisfy yourself that they are adequate 
protection for the taxpayers? 

Mr. Rarer. From time to time we have considered possible ways 
of operating this program, the way it is being operated now as well as 
two or three other methods that have been suggested. We are still 
of the opinion that the current program does w hat we think the Con- 
gress intended the program to do. We think the cotton being shipped 
is being shipped fairly well in line with the price. We think the com- 
petitive forces in the cotton industry are very keen. Also, in connec- 
tion with this particular program, ‘when the purchase authorizations 
are issued, notice is given through the press. Adequate notice is given 
to all the exporters “that the purchase authorization has been signed. 
Information is given in the purchase authorization regarding the 
amount and the kind of cotton generally covered by the authorization, 
not specific but generally, so the trade knows generally what kind of 
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cotton will be sold. No sales are permitted until 7 days after the ay. 
thorization has been issued. 

We think that the exporters in this country are in the business to 
make money, and we think the only way they can make money is to sel] 
cotton. We think they are going to compete with each other under 
these conditions. We think “there will be keen competition in these 
sales. 

Mr. Naveuron. Of course, if they could all get together to charge 
CCC higher pr ices for cotton being shipped, ‘they ‘would all make 
money, W vouldn’t they ? 

Mr. Raper. If. 

Mr. Meyers. If that thing could be possible, Mr. Naughton, we 
would assume it would. I would like to try to comment on this 
briefly. 

We are in the position here of trying to work in a field in which 
there has been 150 years of experience ‘under a free economy, where 
the business has been built up of merchandising cotton under those 
conditions. Now we are in a new era in which the Government par- 
ticipates to some extent. Our responsibility, without any question, 
is to try to see that the interests of the Government and the taxpay- 
ers are protected. We are trying to do that. I think we must do it 
within the restrictions that will be placed on us not to completely 
destroy the system or background that the cotton industry has, 

Obviously, certain things might happen as they happened in the 
free economy and free trade, and to a large extent they are policed by 
the industry themselves to see that decent people operate and there 
are not scandals and corruption that might exist without that policing, 
We do certain things which are listed here which we believe are ace- 
quate. If they do result in our finding indications that things go on 
which are detrimental to the Government and the taxpayers and which 
I believe would be detrimental to the industry themselves, we certainly 
are ready to take and would take, more drastic steps. 

I think we ought to take that very slowly. We are trying to 
progress along that line. 

If we develop information or evidence to show that we are not 
adequately protecting those interests, certainly the Department would 
go further than they have gone up to now. 

Mr. Naveuron. First, let us clarify how much of an interference 
this is with the normal cotton trade. Under title I, are you not re- 
quired to finance only those shipments which will not interfere with 
the normal dollar sales ? 

Mr. Meyers. That is correct. 

Mr. Naveuron. So under the program itself, you are not allowed 
to finance these sales which would be in competition with normal 
trade. 

Mr. Meyers. That is correct. 

Mr. Naueuton. So is this not a Government-sponsored business 
which would not exist if the Government were not in it? 

Mr. Meyers. I am not sure whether it would or not. To some 
extent I think you are right, but I don’t know that I can say if it 
were not. for the Gover nment program, these people would not have 
any program. That is going a little beyond my sphere. I agree you 
have a point that we probably expand the sales of cotton from ‘the 
title I source. 
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Mr. Naventon. Since your regulations prohibit making sales under 
title I which would disrupt or displace dollar sales, by and large this 
is all business that would not exist if it were not for title I, or else 
ou are not enforcing the regulation. 

Mr. Meyers. I have answered. 

Mr. Naveuton. You are apparently relying very highly on com- 
petition to protect the Government. Has the Department made an 
investigation, for example, to determine whether Mr. Wolf, after the 
New Orleans situation, has gotten into the export business, thereby 
cutting down compet ition ? 

Mr. Meyers I am not familiar with that. 

Mr. Rarer. As far as I know, no investigation has been made in 
regard to Mr. Wolf or any other one individual. 

Mr. Navucuron. So you think there is competition, but you do not 
know from your own knowledge from any investigation which you 
have made. 

Mr. Meyers. We know there is competition. 

Mr. Navcnton. You have made no investigation going into all of 
the factors to determine whether competition is adequately protect- 
ing the public interest in the case of title I sales ? ' 

Mr. Rarer. Any exporter in this country can make sales, that desires 
tomake sales, against these purchase authorizations. Does that answer 
your question / 

" Mr. Naueuron. I think so. 

You have made no special investigation of the extent of competi- 
tion / 

Mr. Meyer. I do not think an investigation is necessary. We get 
a great many bids on all our sales. 

Mr. Rarer. We know of no restrictions. 

Mr. Naventon. Let me rephrase this a little bit. You are familiar 
with the findings of the General Accounting Office on the shipments 
they examined that the quality of cotton being shipped in many in- 
stances was not in accordance with the quality stated on the invoices / 

Mr. Rarer. I am familiar with the report that I think you are talk- 
ing about. 

Mr. Naucuron. Do you question the findings of the General Ac- 
counting Office as to the quality of cotton being shipped / 

Mr. Rarer. Paragraph E of the statement expresses the position of 
the Department in connection with this. I do not think anybody 
would argue or would insist that different people classing cotton 
would call it the same thing, even if it is classed the same day by 
different classers. So when you are talking about the grade and staple 
of cotton, you are talking about something that has a different value 
placed on it by different people. I certainly would not say the grade 
and staple is always the same. It would not always be the same done 
by people doing an honest job, or doing the best they know how. For 
that reason we have this sentence in the statement: 

The committee report, dated November 13, 1959, indicates that as the result of 
commercial practices the New Orleans office could not generally rely upon the 
cotton described in the sales confirmation as being the cotton actually shipped. 

Mr. Naueuron. What has changed since that time that you would 
have any more reliance now than you did then 4 
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Mr. Rarrr. Nothing that I know of on this particular point. Sinee 
that time we have done some things we think will strengthen oy, 
overall price-checking procedure. We have developed new forms jp 
New Orleans, and they are checking the price somewhat differently 
than they did a year ago. We have discussed this. We are requir. 
ing more arbitrations at this time. We are also requiring some 
appeals. 

Mr. Navanuton. I recognize there have been improvements in the 
price review. We are talking now about the quality shipped. Yoy 
make no inspection of the cotton, do you ? 

Mr. Rarer. That is right. 

Mr. Navewron. You have no inspection certificate attached to the 
invoice as you would in the case of a grain shipment which gives the 
classification assigned by an official U.S. classer, or a licensed classer? 

Mr. Raper. That is right. 

Mr. Naucuron. So, in effect, the only thing you have is a statement 
of the exporter as to the quality he is shipping. He signs a statement 
and a voucher that he has complied with the contract; he is shipping 
this quality of cotton, and on the basis of that statement you pay 
him money. 7 

Mr. Rarer. We have that, and the forces that go along with any 
commercial transaction, or any export sale between the buyer and 
the seller, taking into account the contract terms, the rules of the 
exchange under which the cotton is being delivered, his right to get 
arbitration if he wants arbitration, or the right of the importer to 
request arbitration if he thinks the cotton is not up to the contract 
terms. 

Mr. Naveuton. Are you relying on the trade to police this opera- 
tion for you? 

Mr. Rarer. I think competition is the strongest thing in this to 
keep it in line. 

Mr. Naventon. Some years ago the General Accounting Office 
examined 3,048 bales of cotton shipped by 7 different companies on 
18 different Commodity Credit-financed shipments, and found the 
exporters claimed a higher grade for 2,488 bales than the reclassifica- 
tion grade assigned to these bales by Government classers. For 1,246 
of these bales, more than a third, the invoice grade was also higher 
than the original grade at which the cotton was carried in the CCC 
catalog. 

Do you have any reason to dispute these findings ? 

Mr. Raver. I made no investigation of those myself. 

Mr. Naveuton. Here we have four-fifths of the bales examined 
by GAO turning out to be a lower quality than the Government was 
paid for this same cotton when it was bought. What assurance do 
you have that if you examined another 3,000 bales now you would 
come out with any better findings ? 

Mr. Meyers. Is there an inference here these 3,000 bales were picked 
at random, or were they a certain group ? 

Mr. Naventon. Have you studied this group of bales that the CCC 
picked ? 

Mr. Meyers. I have not. 

Mr. Navenron. Has anyone in the Department ? ; 

My. Corratran. I am Mr. Claude Coffman, of the General Counsel's 


Office. 
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Mr. Buarnix. For what purpose do you arise ? 

Mr. CorrMan. I have not been sworn in. I did not know that you 
would get into this. Inasmuch as the subcommittee chairman had 
asked the Department not to take any formal action in these cases, 
or file any claims, I assumed that these particular ones would not be 
discussed. ‘These cases have been looked into but I am not able to 
say to what extent. 

Mr. Buatntx. Are you offering testimony now ? 

Mr. Navenron. I think that we can clear this up. 

Mr. CorrmMAN. I am not sure that these witnesses are aware of the 
instructions given to the New Orleans Commodity Office not to take 
further action on these cases, or any additional cases that might come 
to its attention, in view of the request by Chairman Fountain, with 
which we agreed, that the Department of Agriculture defer filing or 
settlement of claims or other formal action on these cotton cases, or 
any additional cases that might come to our attention, until this sub- 
committee has completed its inquiry. 

Mr. Naverron. I think, Mr. Coffman, we indicated we would like 
to be notified before it was done, but so the record may be clear, my 
question with respect to these particular transactions does not relate 
to the filing of claims on them, but simply as to whether the operating 
personnel have examined this situation in order to determine whether 
their administrative procedures are satisfactory at the present. I 
think the claims proposition is a separate situation. 

Mr. Meyers. I can only say in answer to that—and, as I told you, 
Iam not familiar with the details of it—you say we do rely on com- 
petition, and that is correct. The competition is not a narrow thing. 
We are not just talking about people bidding together. There is a 
great deal more to competition within an industry than just that. 
We are, I think, in a position to determine. The thing that you are 
bringing up here is one of the things that might determine whether 
or not we are adequately protected. Certainly, if indications came 
to our attention that certain people were abusing some of our regula- 
tions, or some of the practices, or some of the things that we depend 
upon here—the good faith of the trade, and so on—we would be com- 
pelled to move, and I think the reputation that people of that kind 
would get in the industry would require us to move. 

I mentioned before why we have gone so far as we have gone at 
the present time—because any steps beyond this, I think, are very 
serious and we would have to be shown, or would have to know 
what we are doing is not adequate to protect the interest of the 
Government and the taxpayer before we move further. 

Mr. Naveuron. What competition do you have now that you did 
not have when the General Accounting Office found this situation 
existed ? 

Mr. Meyers. As I said, I do not know the facts connected with 
those transactions at all. I know that such a thing came up. 

Mr. Naventon. As administrator of the program, is not this suf- 
ficient evidence, perhaps, there is something wrong and that steps 
should be taken ? 

_ Mr. Meyers. If we found that the conditions that permitted the 
mplications that are given here still exist under the changes we have 


= in our operations, we would have to consider doing something 
urther. 
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Mr. Wuire. My name is John C. White, counsel for the American 
Cotton Shippers Association. I just want to remind the committee 
that some of the cases to which Mr. Naughton’s questions were just 
directed were dealt with in Mr. Helmbrecht’s testimony. 

Mr. Navueuron. I think that Mr. Helmbrecht’s testimony related 
to price, and I am talking about quality. 

Now, Mr. Meyers, it is my understanding from reading this mem. 
orandum about the cotton price review that at the time of the sub. 
committee’s recommendations it was felt that things should be tight- 
ened up and arbitration was considered to be one of the steps that 
would be taken. 

Now, have you been able to get a report from the arbitration boards 
as to the quality of the cotton they examined ? 

Mr. Meyers. The information we thought, at that time, we could 
get was not available to us. 

Mr. Nauenron. You are getting information on awards, but what 
information, if any, are you getting on quality ? 

Mr. Meyers. We are not sure yet whether or not we can get it. At 
the present time we cannot. We have not been assured it would not 
be available to us in the future. 

Mr. Naveuton. In about a year’s time you have not been able to get 
any information as to quality ? 

Mr. Meyers. We can get certain information as to the grades, but 
not other information as to quality. 

Mr. Naveuton. The only information you get is the number of 

oints which a shipment has been docked, and the amount of the award, 
tosh that does not tell you what the cotton is in terms of universal 
standards, so as of now you are still relying on competition and the 
forces of the trade, but you have no independent examination whatso- 
ever made by the CCC so that you can be sure that the quality of the 
cotton conforms to the invoice ¢ 

Mr. Meyers. That is true. 

Mr. Lancen. May I inquire, with regard to the sales that CCC 
makes for the disposition of cotton under Public Law 480, and the 
things that we have been talking about here this morning, and the 
matter of getting bids, how many bids do you get on the ordinary 
sale ? 

Mr. Raper. I am not in a position to say how many bids we get. 
We have had two sales under the new program. We sold 165,000 
bales the first sale, and approximately 195,000 the second sale. I 
think there were about 75 or 80 different bidders that bought part of 
this cotton. We issue a press release after each sale, indicating the 
successful bidders and the number of bales that each bidder pur- 
chased. 

Mr. Meyers. How many altogether, I would not know. 

Mr. Laneen. To what degree may there be variation in the bids 
from the low to the high ? 

Mr. Rarer. We have no information on the last two sales at all. 

A year or 2 years ago we were selling cotton under the export pro- 
gram and we did receive basis bids, if you understand—converting 
them all to one level—and at that time, from the high to the low bid 
would be 400 or 500 points. As a rule there were few bids up at the 
top, most were bunched in toward the center and there were very few 
down toward the bottom. 
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Mr. Lancen. Can you explain to me what you mean by “400 or 
500 points” d 

Mr. Rarer. That is4or 5 cents a pound. 

Mr. Lancen. May I then inquire what is your refund experience 
now? Are these refunds still being made? Are they as prevalent 
asthey were? Are they going up or going down ? 

Mr. Raver. During the 1959-60 marketing year cotton was not sold 
subject to reclassification so there were no refunds made on cotton 
sold during that year. 

We have no report yet on final settlements under the new program. 
There have been no refunds. The final settlement on the cotton may 
be less than the amount for which we invoiced the cotton. The dif- 
ference will be determinable later on. 

Mr. Meyers. That program just went in August 1—the new re- 
classing program. 

Mr. Lancen. With regard to the matter of determining the grades 
of stocks held by the CCC, the original grades are determined for the 
purpose of ascertaining the amount of money that the producer is 
going to get, is that correct, or the manner in which CCC acquires 
these stocks ? 

Mr. Rarer. Basically that is right. Most of the cotton is classed 
as it is ginned and the class that was assigned to the bale at that time 
is the class that CCC will use if it purchases the cotton, or takes it 
under loan. 

Mr. Lancen. Do you have any complaints from the producers ? 
Is there a lot of conflict here as far as the producer is concerned 
relative to the establishment of these grades ? 

Mr. Raper. The classing of the cotton is a function of the Agricul- 
tural Marketing Service and is not in our Division. However we do 
hear complaints practically every fall from some area or other that 
the farmers think that their cotton is not being classed high enough. 
Imight also say that the people buying the cotton think that it is being 
classed too high, at least most of the time. 

Mr. Lancen. That is the point that I was thinking of because it 
is obvious that it would come out that way, I suppose. 

Do you have a knowledge of the average length of time this cotton 
may be in storage in the CCC ? 

Mr. Raper. There are very few bales in our inventory that will be 
earlier than the 1957 cotton crop. We have nearly 5 million bales 
ininventory. I guess about 4.5 million bales since we made the sales, 
and out of that I imagine nearly 3 million bales is of the 1958 and 
prior crops and 1.5 million is from the 1959 cotton crop. 

Mr. Lancen. Are you anticipating taking over a lot of cotton out 
of this year’s production ? 

Mr. Rarer. Yes. We have a program under which the price sup- 
port for some of the cotton is considerably higher than the minimum 
icy at which CCC can sell cotton, so I would presume we would 

uy 8 or 9 million bales of cotton this year. We bought 8.6 million 
under the program last year and I would assume we would buy about 
the same number this year. 

Mr. Lancen. To what extent has the Department received com- 
plaints from the foreign buyers with regard to the quality? Have 
there been any complaints with regard to the purchases that have been 
made by foreign buyers ? 
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Mr. Meyers. Our complaints have largely been of a general nature 
about the quality of American cotton. It is a subject I think that 
was touched upon by the witnesses here before. We have been in- 
vestigating that, as to how basic it is; how much of it is well founded 
and what can be done. Apparently it exists because of the changes 
that have come in the handling of cotton as I believe General P axton, 
or one of the other witnesses outlined. I do not know personally 
of any specific complaints that have come regarding mistreatment, 
or dissatisfaction between the buyer and the seller. I have not he: ard 
of those. 

Mr. Lancen. I appreciate there may have been some complaints 
in that the quality may not have always been what was desired. Have 
there been complaints that the cotton they received did not meet the 
quality or the standards that they thought they were buying? 

Mr. Meyers. I have not had any. I assume things of that “Icind are 
handled to the satisfaction of both sides through these arbitration 
procedures. They are available to all the buyers of cotton and I think 
are utilized quite g generally by them so if they do not get what they 
think they bought ‘the y get satisfaction through the arbitration board. 

Mr. LANGEN. Through the arbitration board ? 

Mr. Meyers. That is right. 

Mr. Lancen. Do you have any knowledge of the percentage of sales 
that may wind up in the arbitration board ¢ 

Mr. Meyers. No, I would not. 

Mr. Navueuton. On the subject of quality complaints I think at 
this point we might put into the record an article from the Cotton 
Trade Journal of July 8 of this year quoting Mr. George W. Pfeiffen- 
berger, executive vice president of the Plains Cotton Growers, Inc., 
and a recent delegate to the International Standard Organization’s 
technical committee meeting on textiles in London. Mr. Pfeiffen- 
berger said : 

Practically everywhere I went I heard three complaints about American cotton. 

The three complaints, briefly, were concerned with (1) the quality allegedly 
being lower than represented, (2) so-called overginning and drying and (3) 
poor packaging. 

Mr. Biarnik. The entire article will be inserted in the record at 
this point. 

(The article referred to follows :) 


GOVERNMENT, ALL INDUSTRY’s PHASES NEEDED IN ALLEVIATING COMPLAINTS 
(By Jay Harris) 


Lussock, July 5.—‘Somewhat of an air of ill repute’ surrounds American 
cotton in several European nations, a leading U.S. cotton authority reported on 
his return from an extensive tour of European cotton centers. 

The observation was made by George W. Pfeiffenberger, executive vice presi- 
dent of the Plains Cotton Growers, Inc., and a recent delegate to the Interna- 
tional Standard Organization’s technical committee meeting on textiles in 
London. 

“Practically everywhere I went I heard three complaints about American 
cotton,” Pfeiffenberger said. 

The three complaints, briefly, were concerned with (1) the quality allegedly 
being lower than represented, (2) so-called overginning and drying, and (3) poor 
packaging. 
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“whether or not all these complaints are justified, some immediate action 
still should be taken by all phases of the cotton industry, along with Govern- 
ment action, if necessary, to correct any malpractices which might exist and 
to counteract this unfavorable propaganda. 


EXPORT PROGRAM PRAISED 


“A continuation of the export subsidy to keep the United States as the chief 
supplier of raw cotton and not the residual supplier,” he warned. 

He explained that European cotton merchants and mill officials are pleased 
with the U.S. export subsidy program, “because it permits them to buy American 
cotton at a competitive world price * * * and in many instances they can buy 
our cotton at a price slightly below that of other countries.” 

Pfeiffenberger’s observations were made as a result of visits to England, 
Germany, Belgium, Switzerland, and Spain. It was his second trip to Germany 
and Belgium within a year and gave him an opportunity for a closeup look 
and comparison of the situation, then and now. 

Blaborating on the three complaints lodged against American cotton, Mr. 
Pfeiffenberger said that numerous European cotton and textile men claimed 
that “many American shipments were below the quality specified in their 
contracts.” 

Commenting further on this complaint, the Lubbock man said that mills in 
Europe “don’t generally have the right to reject this cotton but must accept it. 

“They do, however, have the opportunity to arbitrate for a price adjustment, 
which, in many instances, gives them a still lower price. 


POSES A PROBLEM 


“But, from a technical standpoint, the utilization of these lower qualities is 
a problem. And I found that this was one of the points in which they were 
particularly interested in my research reports.” 

Commenting on the second complaint he heard in Europe, the PCG executive 
said: “It’s generally believed in Europe that a large part of the American crop 
is overheated and overcleaned at our gins.” 

The Lubbock man then added that “It’s our belief that, while there may be 
some grounds for these complaints in certain cases, the claims of damage at 
the gin level often are exaggerated. 

“But the fact is, whether this criticism is justified or not, Europeans firmly 
believe it. And, if all the stories we heard are true, this is turning many Euro- 
pean mills away from American cotton.” 

From a technical viewpoint, these complaints on ginning center around an 
increase in neps, rough yarn, increased fiber waste, and irregular dyeing of 
the fabric, he said. 

“Some mills also reported more ends down and lower yarn strength in spin- 
ning, but this wasn’t as prevalent a complaint as it is in this country,” he 
added. 

He said it was difficult to separate these complaints from those on poor ship- 
ments and “a lot of their conclusions as to the desirability of American cotton 
are due to a combination of these two factors.” 


CONCERNED ABOUT PACKAGING 


Mr. Pfeiffenberger said that the third complaint concerned the packaging of 
U.S. cotton, and added that he thought this “probably more psychological than 
practical.” 

“But it’s still not very flattering for an American to walk into a European 
warehouse and see misshapen American bales, with the bagging torn to shreds, 
as compared to the neat, uncut packages from other countries,’ he added. 

The Lubbock man pointed out that the difficulties in correcting this situation 
lie in our methods of sampling the bale and in the cost of improving the package. 
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Mr. Naveuton. One further question will finish me. Mr. Raper, 
the ICA operates a very similar program to the title I shipments, 
does it not, under section 402? It is very similar in many respects? 

Mr. _ \PER. In some 1 respects ; yes. 

Mr. Navenron. The ICA people do not conside r, apparently, that 
they have adequate protection without making at least spot check 
inspections; is that correct ? 

Mr. Raver. Are you asking me what their program provisions are! 

Mr. Naveuron. Yes. 

Mr. Raper. Yes, they have a provision in their program under 
which, as I understand, they obtain the samples from the cotton as 
it is being shipped from the warehouse. The samples are sent to the 
classing boards and the cotton is classed by the classing boards. 

Mr. Naveuron. And do you recall that the reason the LCA instituted 
these procedures was because, as a result of their experience in carry- 
ing out this program, they felt they were not getting proper protection 
by simply taking the invoices 

Mr. Rarer. I know nothing aiid that. 

Mr. Naveuton. Have you ever checked with the ICA in working 
out proper procedures for the Department of Agriculture? 

Mr. Rarer. We considered the procedure that the ICA uses: yes, 

Mr. Naveuton. Did you talk to the ICA about it? 

Mr. Rarer. I have talked with them quite a number of times; I 
have talked to different individuals. 

Mr. Naveutron. And if they are able to sample why is it not practi- 
eal for the CCC to do it? 

Mr. Raper. We have a paragraph in our statement on that and if 
you would like to get into it I would be glad to read it. 

Mr. Naveuton. I think that the paragraph just says that there 
are some difficulties involved in it, but ICA seems to operate it all 
right. Why cannot the Department of Agriculture / 

Mr. Rarer. The reference is at the bottom of page 6: 

Under the first method— 
and this is the method we are talking about— 


samples would presumably be drawn from a sufficient quantity of cotton from 
each lot, at the time the cotton is ordered shipped for export, to adequately 
represent the lot. Cotton is bought and sold in the United States on the basis 
of samples from each bale. Also, arbitration on exports on a guaranteed 
through basis is on an individual bale basis. It is doubtful if exporters would 
ever agree to or would be willing to export cotton with the amount of financing 
to be determined on this basis with the classification from only a part of the 
bales. Even if samples from all of the bales were obtained and used to arrive at 
the value to be financed, exporters would, we believe, find this method much 
more objectionable than requiring sales on the basis of form A classification. 
In the latter case the exporter knows the value of the cotton to be financed when 
he orders it shipped, whereas, if the value of the cotton to be financed can only 
be determined from samples drawn at the time of export, the exporter will not 
know the value to be financed until after the cotton is actually afloat. This 
system would work a serious hardship on the smaller firms as well as the larger 
firms with a limited line of credit. 


Mr. Naventon. In view of your statement there that you do not 
think the firms would go along with it, how do you account for the 


fact that some $700 million Ww orth of cotton shipments have been made 
under section 402 in the last 5 years ? 
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Mr. Rarer. I do not think the amount to be financed has been deter- 
mined in this manner. In the case of ICA shipments, as I understand 
it. the cotton is priced as shipped. The exporter receives a given 
amount of money for the cotton. Ifa particular shipment is not satis- 
factory under the ICA they shift the financing from this shipping to 
another shipment. The exporter, as I understand it, gets the same 
amount of money whether it is an ICA shipment, or some other ship- 
ment when it gets there and is delivered. 

Mr. Naveuron. What you mean is—— 

Mr. Rarer. Our statement assumes this method was to be used as a 
means of determining the amount of financing. 

Mr. Naventon. The ICA told us they collected some $21 million 
in claims on cotton transactions. 

Mr. Rarer. I am not an ICA specialist. 

Mr. Naventon. You have really not gotten familiar with their 

rogram. You cannot really comment in an informed manner why 
ICA is able to make their shipments under 402 with a sampling proce- 
dure, or a form A classification, and CCC cannot do it 4 

Mr. Rarer. Am I right in thinking that the $21 million, if collected 
at all, was collected from the foreign government that entered into 
the agreement and then released back to the foreign government. 
Then it could be used to finance another sale that would fit the bill? 

Mr. Naveuton. The collection procedure of ICA, I grant, leaves 
a lot to be desired, but the inspection procedure was one that involved 
form A, or sampling, and $700 million of shipments were financed 
under those provisions. Why cannot CCC use those methods ? 

Mr. Rarer. We have considered this method as well as one or two 
others and as we indicated earlier we think the program we have now 
is the best program we know how to operate. 

Mr. Buatnix. If there are no further witnesses the hearing will now 
stand adjourned. 

(Whereupon, at 12:45 p.m., the subcommittee adjourned.) 











APPENDIX 


ExuHisit A 


Fact SHEET—U.S. AuRICULTURAL Exports, U.S. DEPARTMENT OF AGRICULTURE, 
FOREIGN AGRICULTURAL SERVICE 


FISCAL YEAR 1958 


The United States is the world’s largest exporter of farm products.—In fiscal 
year 1958, the United States supplied 18 percent of the world’s export trade 
yolume in commodities like those produced in the United States. The output 
of 50 million acres (1 acre of 6% of cropland) moved abroad. 

Exports of farm products in fiscal year 1958 were third highest on record.— 
Total of $4 billion compared with $4.7 billion record in 1957 and $4.1 billion in 
1952. Exports in 1958 were $0.4 billion above the 1954-57 average. 

Exports are assisted by Government programs.—Of the $4 billion of exports 
in fiscal 1958, $1.2 billion moved under Government-financed programs, and $2.8 
billion commercially for dollars. Of the latter amount, $1.6 billion was exported 
at prevailing domestic market prices. The remaining $1.2 billion of exports 
represented sales at less than domestic market prices, primarily cotton, wheat, 
and feed grains. 

Exports are an essential part of the total market for U.S. farm products.— 
In fiscal 1958, exports were equal to over half the cotton crop; two-fifths of the 
wheat and rice; one-third of the soybean, tobacco, and tallow output; one-sixth 
of the lard output and feed grain sales by farmers. 

Agricultural exporting is big business.—Agricultural shipments in fiscal 1958 
required financing, inland transportation, storage, and ocean shipping for 32 
million tons of cargo—enough to fill 710,000 freight cars or 3,200 cargo ships. 
In moving them, an average of 9 ships a day weighed anchor. 

Commercial exports for dollars in fiscal 1958 were second highest on record: 


[In billions of dollars] 








Commercial | Under Gov- 
Year ending June 30— Totalexports| sales for ernment 
dollars ! programs 2 
a rind k.g Adieu canon emcamekebieiwinenatn 0.7 0.7 0 
I a cs ehh ca ced ch walls Ge stn ak lene aint adp on ied wreslaaaee 3.3 | 2.1 1.2 
ele 6s cba cab ascn ke Me atinnkadeemwacwkndhnchseedn 4.1 3.5 .6 
ees el ee ek Sececeea enaee 2.8 2.3 5 
se 2c orcs snip nbearesciig ania dibnicine Rep ania 2.9 2.3 6 
Ee hell ANE dL oasis did cnis Gk baa eee ga aeweion 3.1 2.3 .8 
aN Ni os dae 2 oi Sahdkinmnin dedi gta ieimebin Uk iopeabeipbnabaiia 3.5 yy 1.4 
eee ae sls camutgnnnmaaumeidenandduicaeeieaee 4.7 2.8 1.9 
Ne Nala ag Sides coca adhcmaseiea falas milasleln eno aati 4.0 2.3 1.2 








1 Includes sales of CCC commodities at or below domestic market prices; special export programs such as 
International Wheat Agreement and credit sales. 
2 Includes sales for foreign currencies, barter, and donations. 


Exports by commodities.—Fiscal year 1958 except where noted otherwise. 

Wheat: Fifth highest export of grain and flour equivalent: 401 million bushels 
valued at $724 million; 63 percent moved under specified Government programs. 
Export total is 42 percent of U.S. 1957 wheat production, 35 percent of world 
wheat trade. 
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Cotton : Third highest volume of exports in the postwar period ; 5.7 million ryp- 
ning bales valued at $841 million ; 35 percent moved under specified Government 
programs. Export total is 52 percent of U.S. 1957 cotton production, 42 per- 
cent of world cotton trade (August 1957—July 1958). 

Soybeans: New exports record of 88 million bushels valued at $214 million: 
5 percent moved under specified Government programs. Export total is 18 per- 
cent of U.S. 1957 soybean crop, 67 percent of world trade in soybeans (calendar 
year 1957). 

Soybean and cotton seed oils; Third highest export of 925 million pounds (two- 
thirds soybean oil and one-third cottonseed oil) valued at $140 million; 62 per- 
cent moved under specified Government programs. Export total is 18 percent 
of U.S. 1957 oil production. These oils, plus oil content of exported oilseeds 
represented 77 percent of world trade in these oils (calendar year 1957), . 

Rice: Exports of 12 million bags valued at $98 million ; 58 percent moved under 
specified Government programs. Export total is 40 percent of U.S. 1957 rice 
production, 12 percent of world rice trade (calendar year 1957). 

Feed grains: Record exports of corn, barley, oats and grain sorghums: 93 
million short tons, including major products, valued at $428 million; 28 percent 
moved under specified Government programs, Export total is 16 percent of 
U.S. 1957 feed grain sales by farmers, 54 percent of world feed grain trade. 

Tobacco: Exports of 534 million pounds leaf (farm sales weight) valued at 
$343 million; 8 percent moved under specified Government programs. Export 
total is 32 percent of U.S. tobacco crop, 34 percent of free world tobacco trade 
(calendar year 1957). 

Lard: Exports of 399 million pounds valued at $55 million; 1 percent moved 
under specified Government programs, Export total is 16 percent of U.S, 
production (calendar year 1957), 73 percent of free world lard trade (calendar 
year 1957). 

Tallow and greases: Exports of 1.2 billion pounds valued at $104 million; 7 
percent moved under specified Government programs. Export total is one-third 
of U.S. production (calendar year 1957), 73 percent of world tallow trade (cal- 
endar year 1957). 

Dairy products: Exports of 3.1 billion pounds (whole milk equivalent) valued 
at $217 million; 73 percent moved under specified Government programs. Ex- 
port total is 2 percent of domestic milk output and 9 percent of world trade 
(calendar year 1957). Includes 698 million pounds of nonfat dry milk, 188 
million pounds of cheese, and 141 million pounds of evaporated milk. 

Poultry: Exports of $30.5 million of poultry and products: Includes 30 mil- 
lion pounds poultry meat, less than 1 percent of U.S. output, 18 percent of world 
trade (calendar year 1957) ; 22 million dozen eggs, less than 1 percent of U.S. 
output, about 4 percent of world trade (calendar year 1957) ; 12 million day-old 
chicks; and 700,000 pounds egg solids. 

Fruit: Record export value of $262 million for fruits and preparations; 4 per- 
cent moved under specified Government programs. Export total is about 10 per- 
cent of U.S. 1957 production. Includes new record of 155 million pounds fresh 
grapes, new record of 274 million pounds fresh lemons and limes, new record of 
362 million pounds canned fruits, new record of 40 million gallons fruit juices, 
249 million pounds fresh apples, most since before World War II, 83 million 
pounds fresh pears, most in 11 years, 122 million pounds dried prunes, most in 
8 years. United States supplied 18 percent of world fresh citrus trade, 10 per- 
cent of world fresh deciduous fruit trade, 47 percent of world canned deciduous 
fruit trade, 19 percent of world dried fruit trade (calendar year 1957). 
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Exports by countries.—80 percent of U.S. agricultural exports in fiscal year 
1958 went to 20 markets ; 12 countries each took over $100 million worth: 


{In millions of dollars} 














——_————— — 
| Total Commercial | Under 
Country exports sales for Government 
dollars ! programs 2 
IN Sa < <cincncorsaniiannatnncaaunntees .| 439 | 406 | 32 
© Je0G0...-----------------------------------=------------ . 409 368 41 
3, Canada-.-------------------------------------------- -----| 345 345 | 0 
4, West Germany-...---------------------------------------- 326 | 290 | 36 
5, Netherlands-....------------------------------------------ 210 | 203 | 6 
6. India....--------.----------------------------------------- 179 5 | 174 
7, Italy SIN RMI sic ect sesees sat nen seh eel eriel bi | 158 94 | 65 
ES ene, ok Sh ge IC 150 148 | 2 
8, Cuba-- ofl 
@, Mexico.....--------------------------+-+-.----------------- | 120 101 | 19 
10. Belgium -.------- Sewanee aRiwe a oc kee sae phase aehimiamenta 120 110 | 10 
= paca nneneneseense3e-<0s- seeceweccosemnncase= 110 6 | 104 
7) Raves (Republic of) ..................-.-.---22--22-------- 106 13 | 92 





1 Includes sales of CCC commodities at or below domestic market prices; special export programs such 
as International W heat Agreement and credit sales. : 
! Includes sales for foreign currencies, barter, and donations 


Note.—Due to rounding, figures may not add to totals shown. 


Total U.S. agricultural exports, commercial sales for dollars, and exports under 
specified Government programs for selected commodities, with percentage 
comparisons, fiscal year 1957-58 


OO 


| 























Total Wheat, | Corn, in- | Edible 
Item value, jincluding| cluding | Rice, Cotton |Tobacco!| vegetable 
all com- flour corn- | milled | | | ils 2 
modities | meal } 
| Million | Thousand 
| Million | Million Million | hundred- | running | Million | Million 
| dollars bushels | bushels | weight | bales | pounds | pounds 
Commercial sales for dollars *_ _| 2, 756 | 149 | 136 | 5.5 | 3,682 437 | 1, 293 
——— —— ———— ——————————— 
Exports under Government 
programs: 
Public Law 480 exports: | 
Title I foreign currency | | } 
ae cenderss 654 | 176 | 24 5.1 | 863 35 | 516 
Title Il emergency | | | 
Ee at cde aah el 92 | 15 | 7 5 27 }- a (*) 
Title III: | | | | | 
IE atta mca! 100 9 | 12 | (5) 6 465 | Sica 
Donations - 173 18 | 10 | ee ey Be “i 
nen fe hee aaa ace peneeenemans: 
Total, Public | 
Law 480_ _- 1,019 | 218 | 53 | 6.2 1, 355 36 | 516 
Mutual security programs 7_| 227 | 34 3 | 1 629 106 
| 7 | =— = = lie ie ee ces a a 
Total, Government pro- | 
gram exports__- | 1, 246 252 56 6.3 1, 984 36 622 
| — _ a 
Total, U.S. agricultural 
AES 4, 002 | 401 | 192 | 11.8 | 5, 666 473 1,915 
Total exports under Govern- 
ment programs as percent of— | | | | 
U.S. exports_.. percent _| 31 63 | 29 | 53 | 35 8 | 32 
World exports-_._.-.do scheme 22 | 14 | 5 14 2 13 
U.S. production ____.do . 27 2) 22 18 2 | 10 





! Declared export weight. 

?U.S. exports include soybean, cottonseed and peanut oils and oil equivalent of soybeans and peanuts. 
World exports include additional competitive oils. 

tIncludes CCC sales at or below domestic market prices, sales under special export programs, and sales 
for credit. 

‘ Less than 500,000 units. 

5 Less than 50,000 units. 

* Based on invoices to contractors. 457,500 bales exported before June 30 based on destination reports. 

’ Based on disbursements during period. ICA estimates exports of wheat and flour at 31,000,000 bushels 
and cotton at 662,000 bales. 
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UXHIBIT Cl 





INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


U.S. agricultural exports under specified Government-financed programs ang 
total agricultural exports, value, July 1955-June 1956 


{In millions of dollars] 


ee 


Commodity 
ene wai Ce eda 
TMOG OUT Sn cceanndincs 
BOs ub ax an Oe cpas 
OTe wa heb adcienmscem nas 
Grain sorghums.....-....---- 
a csdatcnnaceucidiee 
Be ct. cies hu bbdeinn eine 


Rice, milled 
Cotton____- 


‘Zoneceo; teal... ....65...<6 
PR ci nbinnnconaeeans 
OO) ing at cetesons 


Soybean oil- 
Cottonseed oil 
BY OM a cecinccasounae 
PO. Sec cdcosascnues 
Cottonseed meal_._.....-_- 
Feeds and fodder, other 5_ _- 
Milk: 
Evaporated and con- 
densed__--_-.- 
Whole dried _....-----.- 
Nonint dried... <..<.5... 
RE ie eccwncsce sitio cake 
MON ek pce 
Butter oil and ghee_-__-----. 
Infants and dietetic foods -- 


Dairy products (not else- | 


where classified) 
Eggs in the shell__-----..--- 
Beef and veal, fresh or 

frozen 
Canned meats and poultry-- 
Poultry, fresh or frozen 
Live animals for slaughter-- 
Cattle for breeding.__.---_-- 
Live animals for breeding 

IN 8 Soi ieee cine 
Hides and skins---- J 
Seeds other than oilseeds-_.-- 
Beans, dry edible 
i eee 
Fruits and juices, fresh, 

frozen, and canned 
Nuts and preparations 7_ __- 
II io nic actacmditwain 
Wool 





| 
| Public Law 480 
Public 
| | Law 
| Title I | Title II Title lil 665, 
(sales |(famine sec. 402, 
| for and and | Ex-Im 
foreign | other |Sec. 416 eco- Bank 
cur- emer- |(foreign| Barter 2} nomic | loans 
rency) | gency | dona- aid 
relief) | tions)! 
| 
152. 7 32.8 6.0 118. 4 BG eawwn 
9 Wee Riwdsbbad bncmalon i aban | 

















See footnotes at end of table, p. 769. 








I 
. oa ot mei... 
‘7| 9:8] 33.6 |..-..- 
1.9 BOE O68 beoccee 
‘ieemreie’ “ 39.9 cine 
eleececces|looeeeseosn| ceoeecece|eoeces 
Sete.) oie. 
OR Rs oe 
om WRi te kc eee ad sce 
Scheie eeioateed bea 
ae ty 1.2| “aC 
Ce eee Re 
Po eee 
BP A Be a 





| Credit sales 3 


CCC 
credit 
sales 








Total 


speci- 
fied 
Gov- 
ern- 
ment 
pro- 
grams 


417. § 
9. 

3. 
118. 
46. 


56. 
45, 
268. 


RK OOo wermNw One 





wa 
om bo Or oo 


hoo 


(*) 





Total 
agricul. 
tural 
exports 


501.9 
91.5 
8.5 
179.3 
18.4 
103.3 
86, 5 
371.9 
10.1 
377.0 
179.6 


80.8 
110.0 
58. 


on 


— 
_ 
“Ie -1 OS 


t 
Bro 
co 


eo 
owr 


 : 
“Io ao 


AX 


Ms and 


es 
i 
1 | 
\- 
Total 
- | agricul. 
tural 
t exports 
S | 
—| 
9 501.9 
5 | 91.5 
4 | 8.5 
2 179.3 
) 77.9 
1 18.4 
7 103.3 
2 86.5 
2 371.9 
3 10.1 
8 377.0 
3 179.6 
l 38.0 
38 
3 80.8 
0 110.0 
‘| &2 
6 99.7 
3 17.1 
3 
1 | 12.7 
2 29.9 
3) 22 
8} 2.3 
5 |} 62.9 
1 47.8 
2 58 s 
l 45.7 
5 9.0 
| 
‘i ag 
2+ Ss 
5 9.6 
2 | 10,2 
l 12.0 
9.5 
9.6 
3 3.3 
7 62.5 
16.9 
9 | 15,2 
4 37.0 
3} 182.0 
9.4 
10.7 
| 10.4 
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U.S. agricultural exports under specified Government-financed programs and 
total agricultural exports, value, July 1955—June 1956—Continued 


{In millions of dollars] 
—_ Soviaenonniaia ; ecm 











| 
Public Law 480 | Credit sales3 | 
- tn: i) _| Public |_ | Total 
Law | | | speci- 
| Title I |Title 1) Title III | 665, | fied Total 
Commodity | (sales |(famine}____=—————— ee. 402, | | Gov- | agricul- 
for | and | and | Ex-Im| CCC | ern- | tural 
| foreign | other |Sec. 416 | eco- Bank | credit | ment | exports 
cur- | emer- |(foreign| Bs arter?/ nomic | loans | sales pro- | 
rency) | gency | dona- | | aid | grams | 
relief) | tions) ! 
es) ee ee a os | | ' ' 
SS eaeeaie eee eee a 
Crude rubber and allied | | | 
gums -..------- wanloceennan|ooccncen|-socecn|oesnna=| 5 lecnasicaeomens S . Ssnugealami eae 
Confectioners and other 
sugar products-- . aivnae jR Pcccascckarmeubees re 4.9 
Other agricultural com- | 
modities - - ------------]------- at 3 336. 4 
Total agricultural ex- | | | 
ports....-- = 127.6] 90.6 | 184.5 | 208.6] 354.6] 60.5] () 1, 416, 4 | 3,494.2 
| | | 


ee  e~ > 


1 Foreign donations are authorized under sec. 416 of the Agricultural Act of 1949 and sec. 302, title III, 
Public Law 480. 

* The barter program is authorized under the Charter Act of the Commodity Credit Corporation; sec. 303, 
title III, Public Law 480; and other legislation. 

Primarily short-term credit, repayable in dollars plus interest (covering the costs of the lending agency) 

4 Less than $50,000. 

5 Does not include oil cake and meal and fish and animal source feedstuffs. 

6 Whey. 

7 Does rae include peanuts. 

§ Excess of exports under Public Law 665 over total exports ascribable to disbursements during this period 

for exports during a prior period. 


Note.—See descriptive statement, ‘Explanatory notes on reports of U.S. exports under specified Governe 
ment-financed programs,”’ for details on sources and comparability of data. 





ExuHIBIT C2 


U.S. agricultural exports under specified Government-financed programs ané 
total agricultural exports, value, July 1956—June 1957 


{In millions of dollars] 























} j | 
| Public Law 480 | | Credit sales 4 
Baas rare oc lie | Public | | Total 
| | Law | | speci- 
| Title I "Title II} Title III | 665, fied Total 
Commodity | (sales |(famine| = SC Gov- | agricul- 
| for | and | and Ex-Im | CCC ern- tural 
foreign | other |Sec. 416) | eco- Bank | credit | ment | exports 
cur- emer- |(foreign| Barter 2) nomic | loans sales pro- 
rency) | gency | dona- | | aids grams 
| relief) | tions! | | 
Pais ncaa ieuces | 320.1] 382] 24) 1385] 113.7 |--...-.- |} 1.4] 614.3] 820.0 
weet four............---- 5.3 6) 24.1 |--------| 10.7 |-.------ ee 138. 1 
Ne Rit estaba sis trey ets so See isaiacandesasce nent : CF to ncnnanbcacoackctraeeacin 9.2 13.7 
SS ere 19.3 | 4.6 | 2.8; 65.4 DEO hxtcicntncDemmitas 117.1 212.1 
Grain sorghums..__-.-....-.|..... Stabs anit re cenit. ev ee £6 bencienas eakescn 28.4 34.8 
Dada coccsasc<unen Pe theelbtabd haa Ae aadbecdbadeana 12.4] 17.2 
SS eS ee el WS WRG eeccseckeens ; 58.7 68.3 
Ns Sic. ckda fone (5) MO hiss Rb ks es ies, Be beiaes 10.6} 14.1 
Miscellaneous grain prepa- | 
ee cc acacante Aas ace came San Bvoiaainah eee” oe 3.2 
Rice, milled_._.--- oubones 113.0 5.7| 12.8 1.6 1.3 | ks ce 134.4 | 187.4 
Ree). t ct) SOO ise.c..1.-...... 127.4] 120.4} 63.6) .4| 514.1 | 1,115.1 
Cotton linters......-..---_-. 3 | hatin ttl px cacedeatesoae 5 10.7 
Tobacco, leaf. .............. Wie ee. ----=-=2| Bs ce 34.7 336. 3 
es sg Paces ier 4 ie eS ee 9. 6 | Saba ctiebecsens 9.6 195.8 
Ee ene oo. Uae sacae Prewsonces ee Steers efamen meee 9 6.9 
se ci nc cama Bog So teceaice arnewreacn {OR iecuskecdte acess Beaches 6 8.9 
Lard.....-. ; a OF tuck . Ses TOE. uchaenasa 17.6 81.2 
Tallow, edible and inedible MW kita tencone Jorhas £9 1 Sacbseal 13.5 111.4 
Soybean oj]____- Se tae 95.3 | : : i : 5 y See feces 106. 4 144, 7 








See footnotes at end of table, p. 780. 
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U.S. agricultural exports under specified Government-financed programs and 
total agricultural exports, value, July 1956-June 1957—Continued 


{In millions of dollars] 





























\ >} 
| Public Law 480 | Credit sales3 | | 
aa as | - Total | 
| | | Law | speci- | 
Title I |Title IT) Title III 665, | fied | Totat 
Commodity (sales |(famine}_ aliediads sec. 402, | Gov- | agricul. 
for | and | | and | Ex-Im} CCC | ern- | tural 
foreign | other /Sec. 416] | eco- | Bank | eredit | ment | exports 
cur- | emer- |(foreign| Barter?| nomic loans | sales pro- | 
| rency) | geney | dona- | aid | | grams | 
| relief) | tions)! | 
| | 
| | | | alt 
Cottonseed oil__....-.-.--- 13.8 (') PEN catcnael CF fons | 23.4 68,3 
Linseed oil___---- nainsduee 6 oaEnictaTeiohid | S hawsaeund | 8 ; 
| . & | 10 0 
Pees Ol. .<<--6-. een aaiets Si sasm osny n'iods Sho nach aco | y anes | 1 4.3 
ES eee bagel ss el 3 | s 3] as 
Milk: | 
Evaporated and con- | 
es L aicmancuctuiee 2.9 Lepininteaa ee a8 * ae eo |} 28.4] 378 
Whole dried... | 9] 5 -| 14] 199 
Nonfat dried_...-- neta waste 9.4) 65.9 ee 1S A ewe (5) 75.4 | 80.2 
CP ..<cnente- lo ii 11] 1388] 937.2] } (8) | | §2.1 55.4 
Butter-_--- sowensesatase | 13.14 1 sax} --—4 613.2) 123 
Butter oil and ghee. __-_- 2.0 oa BO) bite ~dnsdnerennky |----- 4.1 | 6.9 
Infants and dietetic foods.--|__- Robie cee Sons 1.2 = 1.2 | 8.5 
Have in the-shell.....<.4¢---<:},42....-1o. $uks a0 at ine=t sell ae Mates 2.3 | 19.1 
Beef and veal, fre shorfrozen.|__ 18.8 [eve caaee dawnt | 2.0 | | 20.8 34.1 
Pork, cured (other than | 
hams, shoulders, or bacon) -| 4 | fete aed ie 4 6.7 
Canned monte ane poultry. GO bias eisicck iceenen =e pea apesarse | 668 18.3 
Variety meats. Bane 1 2] 189 
Poultry, fresh or frozen -.-- Dl liarkcucbadapigh eccurhisaeebees 7 | LOL Bs 
Cattle for breeding........-_|._..._-- Jini Rtehinataihs denied Letosaemnt | 1). 1 ees 4.9 | 11.0 
Hides and skins_--.- nocd aah LS sdeicnaaton |} 3&3] 635 
Seeds (other than oilseeds)... ee face an) : .4 22.9 
Beans, dry edible----..----- 3 Ol O41 woke og theses 20+ e@@icras 
Dried fruits__- bos | i aree Gulied eve. hoses OP tcc othe 9.4/1 41.3 
Fruits and juices, fresh, | | | | 
frozen, and canned. Ge Seatcnnad chica co } 11.9 }.---- ee 12.1 204.3 
Miscellaneous vegetable 
products: 
NE Seb nietcaecae Bocas acl Mennonite lieth eabuniendekbe ae ee Sina = 15.5 
a |. 1 | 1| 5.0 
Silk, raw-..- sere |. eee se Loicdioons | 82 | --seae 
Crude rubber and allied | | | 
OWENE. J ..2a 5 282. OK cece Skee eases iss]! pres : a 
Sugar, raw and refined a ceeeticn ita 78.0 | 78.0 1.3 
Confectioners and other 
SUCRE. TOOIINB a | cnn nn [anne nn nfenna- annem SAO snl Seeded eatin went 5.1 
Other agricultural com- | 
BN i005. ck Se.) jcc ses Mead oll: bes See ome aeee --| 384.1 
Total agricultural | 
exports. ....-- 882.6 88.0 161.9 400.7 | 395.9 | 68.5 4.6 eas | 4,723.8 
| \ 1 





1 Foreign donations are authorized under sec. 416 of the Agricultural Act of 1949 and sec. 302, title ITI, 
Public Law 480 

2 The barter program is authorized under the Charter Act of the Commodity Credit Corporation; sec, 
303, title III, Public Law 480; and other legislation. 

3 Includes ocean transportation when not reported separately. 

4 Primarily short-term credit, repayable in dollars plus interest (covering the costs of the lending agency). 

5 Less than $50,000. 

6 oo portion exceeds total; ascribable to lags in reporting or to difference in valuation or classification 
procedures 

7 Value shown is charged, at world prices, to ICA country programs, which is comparable to export market 
value used in determining total exports. This sugar was exported prior to the period of this report to carry 
out objectives of sec. 19, H. Res. 7030, and 8. Res. 147, 84th Cong. 


Norte.—See descriptive statement, ‘‘ Explanatory notes on reports of U.S. exports under specified Gov- 
ernment-financed programs,’’ for details on sources and comparability of data. 
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es 
t 68.3 
> 10.0 
L | 4.3 
3 11.0 
|) = 37.5 
t | 19.9 
4 80.2 
l | 55.4 
2) 1221 
L | 6.9 
2 | 8.5 
3} 191 
8{ 341 
4] 67 
5 18.3 
2 18.9 
0 | 17.1 
9 | 11.0 
3 | 63.5 
4; 29 
3} 5 
4) 41.3 
l 204.3 
1| 155 
1 |} 5.0 
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2 |-------. 
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0 | 1.3 
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| 384.1 
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U.S. agricultural exports under specified Government-financed programs and 
total agricultural exports, value, July 1957-June 1958 


{In millions of dollars} 


_ 



































Publie Law 480 Public Agri- | 
Ban as ee Law | Total |cultural| 
| | 665, | speci- jexports,| 
Title I | Title IT! Title III | see. fied j|exclud-| Total 
Commodity (sales | (famine}_ ___} 402, |Govern-| ing agricul- 
for and | | | and ment |Govern-| tural 
foreign | other | Foreign eco- pro- ment | exports 
cur- emer- | dona- | Barter?) nomic | grams pro- | 
| rency) | gency | tions! | aid 3 grams | 
relief) 
—— = = — - —| aes = _ 
Ne ssh eee cree cos _| 204.4] 34.4 1.0) 163] 60.1 | 406.2} 160.3| 566.5 
i ai ckente anaes } Wa] 163) 41.5 |--..--. | #58] 65.0] 92.6] 157.6 
SE tincndederesa2na<=s00se~nennantalnowneses cass on 43" a 3] 3.8] 4.1 
Corn (except seed)......-.------- .---| 32.0] 17.5 1.3] 154] 4.2] 70.4] 173.2] 243.6 
Grain sorghums. -....---.----------- } $0 $ fewcwsese fewsessss } 4.1 | 3.4 9.3 36. 3 45. 6 
ne a demn eis atemnnee | A eect Bee ea NR en 1.3] 13.1 14.4 
Sr cintiaarnenseanecrorneee } 13.5 anes 1.6 5.0 20.9 66.5 | 87.4 
a a TS a scatbedinie 18] 13.0 j........ s clacanen ele |} 14.8 
Wheat and rye products not else- | 
OE ee 1, a le ieaiitehie ain iat aceite pe A -3| 14.4] 14.7 
 cbttiinssnsnsnscencnns« | 33.0 5.1 4.3 | 1 1.1] 43.6] 51.9] 95.5 
os cwimcnenan 133.0 Re | 656.4] 98.9 | 293.5 | 547.5] 841.0 
Tobacco, unmanufactured.--.-..-..-- Me chen cuahesaaaacs sO Racewees | 24.1] 318.9} 343.0 
Soybeans...------------------------- ae Nip apsniciaran ora. ls Doon iain doll eels 312.0} 12.0} 201.8; 213.8 
oc dwar ocneenep conden a We oe 21 21.3] 21.5 
Ei sacecso=----------- wa aaa------- ety Beit acheremase WEE .4 | 9| 54.2] 55.1 
Tallow, edible and inedible__------- eee AEE 3.6 | 8.5] 88.1) 96. 6 
CE  icicnisrsicotemennenicnnas ae ccenthak Eee 9.3| 72.7 20.2} 92.9 
iis oc cadeeniwenecce ---| 17.6) (@ |--------|------- 1.0 18. 6 29.1 | 47.7 
Rosse ccccsssnasiacenes a8 foneatiteaineaecase ee .3 | A) Se] 9.2 
CE Minenneenone=n~ = canwanncn= |aso- anna faeacecnafosacnnea[accnesee| @}, | 8 8 
Essential oils. ....------- Fe eke aa bekees 2 | $1 tet ta 
Milk: 
Evaporated and condensed. _- gO he cac: cee ee Pee ahs 17.6} 18.5 11.1] 29.6 
clans wri _e. aol Giracaaetetees ae 8! 20] ws 
Nonfat dried. --.....----- -aon-- 4.8) 7.2) 69.5 -3) @) | 818} 78) 89.6 
a acovanumect | eek) Saw See -1{/ @) | 4801] 45] 525 
Deer ........-..-------------------- 6.5 | a Lip deriia tins | a | 1 Qe haicscanl 6.9 
Butter oil, anhydrous milk fat, and | | | | 
SEs ctncscccstcrs! | SOT bea cwcasefecscaces ao Bcaes 2.7 2.4 | 5. 1 
i ois civisin a Paginvici gis EX nenhics tatiana Pores 4 | A 8.6 9.0 
Beef and veal, fresh or frozen. _- | Me Crsetenc backdated cde 3.3 4.5 | 7.8 
Pork, cured (other than hams, shoul- | 
noone mnwe cnc PS ee eee Nacsa sae ye 3.3 
Canned meats and poultry. -.-------- | oP teacekantceba webs ees oe san 9.3 9.4 
Cattle for breeding... ............... Se ancnacdlael Ss becderscarsa Riss don ateble Racana aakao (7) (7) 5.8 | 5.8 
i tatntibiphiniiens cnn tansnscinnbeninnmne cesmetalniiecnsiel mae 2.1] 623] 64.4 
Seeds (other than oilseeds)__.______- gM Sos Ba Be (7) (7) 19.7 19.7 
Beans, dry edible (except seed)_._.-.| (7) | 7 i Bisa 10] 14.6 15.6 
ih a mea al 4 eee Rdeudecsca Dee kA 5.0} 36.0 41.0 
Fruits and juices, fresh, frozen, and | 
EE cicddetcccscenensaccach Oc bacieesantaceunsecbutmias = 2 5.2] 214.8] 220.0 
ania abaniecceenns basen eaddaniinns antes DW catatane | 7.0] 10.1 ae 
Pr ann SeINNOG. . .. .....-. 5. |-<o-ncnsfonceas- Rag oases Ronee aa |.@.i @ 1.9 1.9 
iii ctanndcwascescenae ae ae S naceiviiene ee a 2 4.3 | 4.5 
Other agricultural commodities_____- cage ce ee Baek Dead aaa eal iei 403.2 | 403.2 
ee aetna : Seon 
Total agricultural exports-___._- 654. 0 92.0 | 173.2 | 99.6 | 227.4 |1, 246.2 |2,756.1 | 4,002.3 
| | 





1 Foreign donations are authorized under sec. 416 of the Agricultural Act of 1949 and sec. 302, title III, 


Public Law 480. 


_? The barter program is authorized under the Charter Act of the Commodity Credit Corporation; sec. 303, 
title III, Public Law 480; and other legislation. 


‘Includes military funds for direct forces support as follows: Wheat flour, $0.6 million; and soybeans, 


$0.6 million. 


‘Includes adjustments from previous periods. 


5 Bulgur wheat. 


' Basis: Invoices to contractors during period. 


’ Less than $50,000. 


Also includes expenditures for ocean transportation when not reported separately. 


Note.—See descriptive statement, ‘‘Explanatory notes on reports of U.S. exports under specified Govern- 
ment-financed programs,”’ for details on sources and comparability of data. 
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Exuisit C4 
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Credit sales of agricultural commodities, value, July 1957-June 1958? 


{In millions of dollars] 


i 


Commodity 


Tees. oo... 
Corn = 
Barley-. 
Rice, milled 


Soybeans 
Tallow tei 
Cattle for breeding 
Hides and skins 


Export-Im- 
| port Bank ? 


| 41.9 


| 

fete es ae 

| 11.6 

eee 
aoa 
20 
1 

191.7 





CCC credit 
sales 3 


13.4 | 


| * 
| Total credit 
sales 


_ Sewrr 
Son eon 


—lrmoom 





2065. 


1 Primarily short-term credits, repayable in dollars plus interest (covering the costs of the lending agency), 


2 Disbursements during the period. 


Includes $15.9 million for agricultural commodities under a $39 


million credit to the Polish Peoples Republic for which the Export-Import Bank is acting as agent for the 


United States. : - 
8 Estimated value of agricultural commodities purchased. 


ee 
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EXHIBIT C5 


4 U.S. agricultural exports under specified Government-financed programs and 
total agricultural exports, value, July—December 1958 


[In millions of dcllars] 
| 


a renee een nee ne ease eeaeaanomes 


tal credit | | 




















onlan } | Agri- 
iles Public Law 480 | Public | cul 
—__. | Law | Total | tural | Total 
( a rae Ne 665, speci- ex- agri- 
7 ; Ls coy itl | : } sec. | fied | ports, | cul- 
L& Commodity | Title I} Title litle III | 402, | Gov- |exclud-;| tural 
2] (sales II (fam-| and | ern- ing ex- 
1127 for jine and| . | eco- ment | Govy- ports 
3 5 for- | other For- nomic pro- ern- 
20.7 eign emer- | eign | Bar- aid 3 grams | ment 
"8 cur- | gency | dona- | ter? | pro- 
i | rency) | relief) | tions! | grams 
1.6 FD ects —— -|— — - . einai eealali cies 
2 | ve « | | | | ” 
_ Wheat..-.--------------------------- 164. 7 13 1 0.8 | 6.3 19.5 | 204 4 | 79.6 24. 0 
205.1 ON ee 2.2 2.6 yk. ee 2.8} 31.7] 44.7 76.4 
Rye..------------------------------ 5.9 |-.------ _—— | itedemugan 6.0 | 1.8 7.8 
Corn (except see WP cisnichenoanie --- | 16.2 | 4.3 5 7.9 4) 29.6 99. 2 128.8 
g agency). Grain sorghums.- ------------------- | 9.7 1. 4 }...... aed 7 | “3 |} 12.0 45.1 57.1 
ider a ¢ BE Te ctbadosddedndanienseuaninnenen en ieawe cae Jeweecce (4) .3 | 3 7.9 8.2 
ent a a ecccccnccee se enceese------] 89 tassctcas |-----~ ~at; & 4 15. 1 59. 4 74.5 
Corn meal...------------ Paekepes SSR l | OO cups ace | 5.0 1.7 6.7 
Whea and rye protue ts (not else | | | | 
where classified) . a oe — a ag A ae slnineadeladniana | a | &.9 9.0 
Rice, milled _---- is 35 eat, = } 140] 1.4 5. 6 (4) 21.0} 33.1 54.1 
Cotton. .---- ecertnal | See] Shas. 717.1 69.3 | 127.0} 103.7 230. 7 
Tobacco, unmanufactured__-____- BEE ©, (ncigacken rw annoneh inna a] 15) 148] 2250 239. 8 
AE lic ndidacnhachinsd-tdicbckubeshossancdl Lcccnecl G7) *660 = G0) aS! pee 
a hei ach athe ool A cease baled ste ie cadhcamicinaed ica, 1.0 10} 24.8 25.8 
Tallow, “edible | and inedible _._____ | eee eee [snesane=|aasses-e | 3.8 | 2ST 41.2 45.0 
fae |) ere --------| 46.3 |-...--- Re Eee 2.3 48.6 6.8 55. 4 
Cottonseed _ a - weinwn wtiec| 5 Encceescoee ae Rabo 1 6 | 6.5 a3 
SEE ME bn dnewcccadsscncns -----|-------- ~------- |-------- -<--- (4) (4 | 2 «2 
Peanut oil_--.-- wonoee----------]--------]-0------|--------] -------- (; (4 2] 2 
I: ce fob 5S rs ied sila rea sean oa locnamen Dctieaaciy |------- en on 5.0 | 5.1 
Milk: | | 
Evaporated and condensed-- Bt cde eb ots Be hoes) | 5.3 5.6| 10.8 16. 4 
Whole dried. ......-.-- Seta ivi hand sce Pacee naan stags a | (4) © | 27 7.7 
I I Snicket ciara anlage es | 2.9 | 1.8 28.8 | 4] 31 24.2 2.4 | 36.6 
i a ots nan dia as arden dein .3 | ia 9.8 | 5 | (4) 11.3 1.3 | 12.6 
Butter_....-- | oO Caateiniomale a | 2 | -1| 2.8 l 2.9 
Butter oil, anhydrous ‘milk fat, and | 
hab carr epinsetais ties secant ag | 1.3 Nie ioctl tans thie evacess: Aaamcetanies cet , 13); §—.1 1.2 
| Infants and dietetic foods. ‘ ---|---- bcd idee ne eee oe Bi 3 4.1} 44 
Eggs in the shell. _- aaeameaneatine can eueeeeicg Manca ane ee ee (4 (4) 9.3 9.3 
Poultry, fresh or frozen. _._-- eon <6 theta sie atk hasan ban Rea (4) 10.9 | 10.9 
I oo iy nina sanmuniabacmawe slencussctbadene a 2.8 | 2.8 22.9 25. 7 
3eans, dry edible (except seed) 68 ens ab ead fiesakee eee <- 9.4 9.6 
Dried fruits... -.-- a0 Tegenaate ince Depa eae 9 20. 5 21.4 
Fruits and juices, fresh, frozen, and | | | 
canned. - eh canhca dn POT ees selec datacom eaten @) | 3| 103.7 104. 0 
Yeast (except liquid) aks paul aeieinee Shia ii canbta acts Ravel acteaioes (4 } (4) 8 8 
Crude rubber and allied gums--_--_.-.|....-..-|-------- i ais hinge lowanahan (4 | 4) a ‘<n 
Other agricultural commodities__-__- ledieae bd aidcmenaliea aint ha Re cccraiaats Raanieac tiara 242. 1 242.1 
[enenennenrevanel ian gain cee eaiinaniaeeti ieee acd 
Total agricultural exports.....-| | 336.3 | 24.2] 71.2 40.7 | 116.5 |} 588.9 |1, 354.1 | 1,943.0 


! Foreign donations are authorized under sec. 416 of the Agricultural Act of 1949 and sec. 302, title III, 
| Public Law 480. 


? The barter program is authorized under the Charter Act of the Commodity Credit Corporation; see. 
303, title III, Public Law 480; and other legislation. 

*[Ineludes military.funds for direct forces support as follows: Soybeans, $1.3 million. 
expenditures for ocean transportation when not reported separately. 

4 Less than $50,000. 

§ Adjustment from a previous period. 

* Bulgur wheat. 

’ Basis: Invoices to contractors during period. 

* Excess of exports under title I over total exports may be due to differences in valuation procedur 
quantity reported by Census exceeds the quantity exported under title I. 


Also ineludes 


es as the 


Note.—See descriptive statement, ‘‘Explanatory notes on reports of U.S. exports under specified Govern- 
ment-financed programs,”’ for details on sources and comparability of data. 
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ExuHisit D3 


U.S. agricultural exports under specified Government-financed programs ang 
total agricultural exports, value, by country of destination, July 1957—June 

















1958 
[In thousands of dollars] 
es “so ga ails 
Public Law 480 | 
2... oe ee AEE os Public | A cricul- 
| | Law Total tural ex- 
Title I, | Title III 665, sec. | specified | ports ex- Total 
Country Title I, | famine |__| 402 and | Govern- | cluding agricyl- 
salesfor}| and | eco- | ment | Govern- tural 
foreign | other | Foreign nomic | programs ment exports 
cur- emer- dona- | Barter?] aid’ | programs ; 
rency gency | tions! j 
relief | | 
é es 
North America 
Canada Bese omens 345 ) 345, 289 
Greenland | “i siento ta ok a 
Miguelon and St. | ‘ 
Pierre Islands . 5 35 
a: | “| a 
Total, North } | 
America ‘ 15, 304 345, 304 
; 
Latin American Re- | 
publics | 
Argentina tee: | < 7 
Bolivia_ . ‘—16 », 308. 5, 352 
Brazil 10, 016 . 204 . 11, 220 
Canal Zone j | 6 6 
Chil 4, 041 . 7,$ 1, 542 13, 5ét 
Colombia 9, 283 4, | 2,802 | 16, 365 
Costa Rica eee : Filta ac assy 334 | 
Cuba e win aee 1,991 . 2, 001 
Dominican Republic_|_--- | . 
Ecuador Vos. “Eee 230 19 2, 552 
E! Salvador | | 57 21 78 
Guatemala 55 79 1, 887 2, 021 
Haiti 161 189 2 352 
Honduras é 266 4 70) 
Mexico. 16, 146 | } 436 | 2, 464 19, O4t 
Nicaragua | 5 5) (6 
Panama | 590 | 19 GOY 
Paraguay_-- | 112 | ‘ 112 
Peru 6, 134 4, 762 1,529 | 1, 426 | 13, 85] 
Uruguay - - | | é 692 tu2 
Venezuela | | " ; 501 501 
Total, Latin Amer- | | | 
ican Republics 47, 923 4,907 | 17,273 | 11,564 7, 255 88,922 | 436,908 | 525,830 
Other Latin America: | 
Bahamas. -.---- bie GABE sca cases aise ition Oe Se Lice BE cadena tei 61 4, 379 4, 440 
ac Se ER ar eae —s 875 87 
Nido oe oe a Elite a ca Se 1 1 4, 039 4, 040 
British Guiana Sate oe diccasnle aeekaieats 2 oe 22 2, 271 2, 293 
British Honduras i ee oot eenae gt 71 a 74 1, 222 1, 296 
Falkland Islands_-____|...._- Res : ie ete seins Sects on Voc cbvcp hte arin ea ces 
French Guiana. -_-_....|.-...-.- Be aa ee ee ee ee ac 11 | ll 
French West Indies _|_.....-- aaa : Ee ee | 44 | 04 133 
Jamaica. .-_-.-- SO i al Bete | 545 | Sl ta Girue, | 626 8, 889 9, 515 
Leeward and Wind- | 
oe a re |. oa, 110 SA 110 866 976 
Netherlands Antilles.|.........}.....-.-- LA naa OT aks aoe 1 9, 429 9, 430 
Surinam a ‘ eta oswade | ‘ : meee 1, 321 1, 321 
Trinidad and Tobago aa ee eae cies 1 3 a 6, 526 6, 527 
Total other Latin 
RENE sci cccechcas ie .| 85 87 . 940 | 39,922 40, 862 
Total Latin 
Se 47,923 | 4,907 18, 126 11, 651 7, 255 | 89, 862 476, 830 
Europe: 
Austria 9,872 | 716,671 | 2,570 98 | 1,030 30, 241 614! 29,627 
poate oe . - - 43 43 
Belgium and Luxem- 
bourg ‘ 0 E2= ae 6 8, 281 1, 593 | 9, 959 110, 102 120, 061 
Bulgaria ; Ree ee Re a, eS) ae 20 2v 
Czechoslovakia. -- is ots ee ac | be Shel sind Sache ae te 943 43 
Denmark ; a Tepe te SR [006 i363. 1, 093 40,770 41, 863 
Finland- SS s.. _ eee 6, 884 2, 842 9, 726 


See footnotes at end of table, p. 787. 
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U.S. agricultural exports under specified Government-financed programs and 
total agricultural exports, value, by country of destination, July 1957-June 


rams : 
aie, and 1958—Continued 
Jo7—June {In thousands of dollars] 
———— CU Semen ae oa *y i ae 3 4 ~ r= ee 
Public Law 480 } 
; See a Sw eee Agricul- 
| 





; Law Total tural ex- 
litle I, Title III | 665, sec. | specified | ports ex- Total 
Country Title I, | famine |___ |} 402 and | Govern- | cluding igricul- 


’ 


- | Total sales for and eco- ment | Govern- tural 
agricul- 
tural 


exports 


foreign other | Foreign | nomic | programs | ment exports 
cur- emer- dona- Barter?| aid3 | Pn 
rency gency | tions! | 
| relief 
Europe—Continued 
Deny, Bast... panne bese ese) 231 1,397 | 21,093 48. 084 17, 311 ui nen 
Germany, East-....--|...--- er u . 


Germany, West------ * 215 7265 | § 13,980 | 11,880} 36,301 289,772 | 326,073 
Gibralter .....-..-..- . 5 wetabtebwedaanaie | ; 4 


” Te ee e--—- a16 , 79 2, 606 22, 290 2, 008 24, 298 
Hungary -.-----------|-- BOM ecco een eed kee oe a 0s 298 
Iceland. ------- . 2, 534 ex aoe Bes oe ; 5D —— 
ee inal sea ie ee oe dg 838 | 11, 564 12, 402 
Italy (including 

Trieste). .--------- 6,046 | 721,756 | 26,869 | 5,354 4, 538 64, 563 93,907 | 158, 470 
Latvia fi - 
Malta, Gozo, and | 

Cyprus..-----------|---------|------- : 688 os = enn sas 


nt 
1 


Netherlands. ------. oe 


ies 6, 259 203, 





5 
Norway -.------- “s , 5g ue el. | Cas -. 23 
Poland. ------- “= 50, 014 cece 29 i 2 ae ae 80, 309 | 14, 920 
Portugal --..------ ak tocais Simoreis f 4. 295 ; 
Rumania-.-_----- i - Whe is | ' | a 
Spain......-.---------} 61, 964 1,210 | 19, 067 1,478 | 20,243 | 103, 962 5,898 | 109, 860 
Sweden-..---------- . - = b Seeerc. 3. 3x9 47" F69 5(), 958 
Switzerland. - = 3 ae as 102 102 | 47° 382 47 484 
Turkey.....----------| 46, 286 |---.----- 169 | 7,029 916 54, 400 3, 471 
United Kingdom_---.| 8 13,754 |.------- aaanwant © 14,400 1,020} 32,200 406, 474 438 674 
Union of Soviet 

Socialist Republies_|__.___ ne 3 vs he ae : 
Yugoslavia. .------- 55, 450 97 | 19,044 |_______- 1.776 76.367 | 8 —1' 823 


to 
rs 
_ 
x 














3 58° Total, Europe_-----| 316, 884 40, 030 91, 589 70, 468 66, 754 585, 7 
+s Asia: | 
20, 953 Aden. .....-----------|.........|..-- ee oer A 5 24 29 
“9. 99 Afghanistan - -- Pibekscaccay OH Rea cea aBow 40 1, 823 1, 863 
R} R08 Arabia Peninsula 
cee States, not else- 
| where classified _-- -- ; in ai a le i ro ee a gers 215 
: Bahrein, State of. - 4 . sear teed rex i I ae 764 
|_525, 830 British Malaya____- _ Cane 276 —.. ail 4, 802 
0 OES See "Ore lex. MD Pil. cccieeeaae 1,116 182 
Rh wes nccaie GMa. a j 6, 820 2,771 1, 288 10, 879 5 —88 
“= 0 Oe i an i aucs ac weenie 
4 040 Hong Kong..-.-------| § 2,094 ; 2, 128 | 70 4,292 | 22, 909 | 
2,23 | India... - .---|§125,433 | 111,800 | 14,374 ,747 | 30,977 174, 331 | 4,855 | 179, 186 
1, 296 Indonesia, Republic | | 
<3 Sa sy | 630 UD 4, 838 6, 707 11, 545 
an | Sa PA. s:. 226 649 6-7 2,700 | 1, 878 | 4, 578 
138 EEE aes stdiccoein OP es se ths ; 469 | 638 | 1, 107 
9,515 sie Ms. Le 170 | 16,955 47,775 | 7,657 | 55,432 
0 Seer | 14,093 | 2,127 i Became 40,913 368, 211 409, 124 
97 EE craic ie aaa 652 786 eee 1, 438 595 | 2, 033 
9, 430 Korea, North oi oy ve oe Pn) ect a Bo Mo tei 
1321 Korea, Republic of - - 32, 737 | 78 16,928 |.........| 42,575 | 92, 318 13, 196 105, 514 
6 57 te : ‘ % aa Sea 4 1,970 1, 970 
a cae Saas |. 123 | (| eS 196 | 3, 862 | 4, 058 
me Magenna=—- |= Ms: TO onc ae 110 | §—17 | 93 
9 Nansei and Nanpo 
..... Islands, not else- | | 
aaa classified 4 seacwel 41.68 208 te 1, 852 2, 581 | 4, 433 
6 B09 athe tics ainsenntnon wiles ii ee i ccalatacel Rick Lalas lk aeeatee eee 2 | 2 
Zs Outer Mongolia __- . dea xs eD ees MR Nee SiO Mae elie saab tind 
i ivcicwenccne | § 63, 564 110 12, 402 2,507 | 14 | 5 78,492 | § —1,994 | 76, 498 
29, 627 Philippines, Repub- | | 
"B tbs n co -3--- os Se... Re 388 | 15,101 27,639 | 38,501} 66,140 
| Portuguese Asia, not 
120. 061 , elsewhere classified. |.........|......... BB screwed Destine 13 53 66 
mn | Saudi Arabia__-_____- i ae I ct a ae tte 6, 343 | 6, 343 
043 Southern and south- | | 
41, 863 eastern Asia, not | | | 
9.726 elsewhere classified. |.........|..-...-.. ibis eel 16 | §—8 8 
Pi stibhbigdnusdclimssosnactdiddncncunt SO hein cbs adanmant lll | 645 | 756 


See footnotes at end of table, p. 787. 
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U.S. agricultural exports under specified Government-financed programs and 


total agricultural exports, value, by country of destination, 


1958—Continued 


{In thousands of dollars] 





| 


Country | Title I, | 
sales for 
foreign 

cur- 
rency 


—— — -} 


Asia—C ontinued 
Taiwan (Formosa) _--| 4,143 | 
Thailand fcluken 1, 803 | 
Vietnam, Laos,and | | 

Cambodia_____- | 
— 


Total, Asta........2 289, 180 | 


Oceania 
Australia a Jiaeiee 
British Weste m | 


Pacific Islands__-_- oncuke 


French Pacific 
Islands. ; ewan 
New Guinea.__- ae sae 
New Zealand..-.....-- | 
Trust Territory of 
the Pacific Islands_- 


Total Oceania. 


Africa: 
Algeria 
Angola é 
Belgian Congo 
British East Africa 


British Somaliland - - aioe 


British West Africa, 
not elsewhere 
classified - 

Cameroon 

Canary Islands 
cgypt 

E thiopia ; 

French Equatorial 

Africa , 

French Somaliland. 

French West Africa 





Ghana___- J a) | eee, 


Liberia_ 

Libya 

Madagascar 

Madeira Islands 

Mauritius and de- 
pendencies 

Morocco... 

Mozambique. 

Nigeria y 

Rhodesia and Nyasa 
land, Federation of 

Seychelles and de- 
pendencies 

Somaliland 

Spanish Africa, not 
elsewhere classified 

Sudan 

runisia 

Union of South Africa 

Western oe riese 

Africa, not else- 
wiktbe classified _. 


Tot il, Africa 
Country of destins tion - 
not reported ‘oban 


Total te ‘ 653, 987 | 


See footnotes at end of table, 


emer- 
gency 





|— 

other | Foreign |" 
| 
| | 
| 


Sinn dhaee ie Pe ee 


ne 21 





Public Law 480 


Title IT, 
famine 


Title III 
and 
dona- | Be arter 


tions ! 
relief 


eae ee 5, 067 | 293 | 


Tiddbaonts | 75 | 9 |. 


36, 836 i 58,043 | 13,816 | 


46 


; 297 
— i O76 


6, 768 | 2, 883 
380 


40 
3,418 | 153 |-- 


10,099 | 5,476 | 680 


| 
| | 


PEG ledenon 13 973 


92,007 | 173,234 | 99,642 


p. 787. 


i 402 : md | 


Ht 


Agricul- 
tural ex- 
ports ex- | 
cluding 
Govern- 
| ment 
programs 


4,089 


597 


2, 803 


49 | 
365 | 
34 | 
7, 556 | 


, 061 


9 


478 | 


596 


5, 094 


247 
23 


659 
291 


471 


, 182 


167 


102 
114 
, 491 


5, 373 


0Qg2 


" 934 


167 


190 


5 —573 
11, 405 
44 | 

53, 383 
—1, 108 


756, 039 | 


July 1957—June 


Total 
agricul- 
tural 
exports 


1 08 
4 88 
64 


596 
5, 004 


bo ou 
25 
; 


141 


Ol i ow 
= 


084 


: 
= * 
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yb 1 Foreign donations are authorized under sec. 416 of the Agricultural Act of 1949 and sec. 302, title III 
157 —June Public Law 480. ' ae : 
? The barter program Is authorized under the Charter Act of the Commodity Credit Corporation; sec. 303, 
title HI, Public Law 480; and other legislation. ; 
3 Includes military funds for direct forces support. Also, includes ocean transportation when not reported 

















=a separately. : 
| * 4Downward adjustment from previous period. 

s The noncomparability of the data available for the reporting of exports under Government-financed 
programs may affect the reliability of the totals shown for any country but the discrepancies are most ap 
Total parent when exports under Government programs exceed total exports. All such instances have been 
| agricyl- investigated and the appare it reasons for the excesses are summarized below. 

tural Bolivia: Excess of tovernment programs over total exports, $1,503,000. Expenditures under the mutual 
exports security program totaled $5,368,000, of w hich $1,959,000 were for exports during and $3,409,000 for exports 
| es prior to the period of the report. Exports made during this period for which disbursements were not made 
| by June 30, 1958, would be excluded. 
| ‘Austria: Excess of Government programs over total exports, $614,000 The title II value shown includes 
| * $1,436,000 under the Hungarian peoples relief program, of which $1,116,000 was exported prior to the period 
| PR) ofthe report. 7 Pe q 
| Yugoslavia: Excess of Gove rnment programs over total exports, $1,823,000. ‘I he value reported under 
| 45,419 the title [i, $97,000, and $1,566,000 of the expenditures under the mutual security program cover exports 
12, 484 prior to the period of this report. / é 
Ceylon: Excess of Governn ent programs over total exports, $88,000. A total of $1,030,000 of tle expendi- 
16, 777 tures under the mutual security program were for exports prior to the period of this report. 
————. Macao: Excess of Government programs over total exports, $17,000. The excess may be due to lags in 
1, 051, 039 reporting or differences in valuation procedures as title 111 donations are reported by date of lifting. 
shamnibiiehee Paistan: Excess of Goveriment programs over total exports, $1,994,060. This excess may be due to 
the inclusion of title Il values in this report at CCC cost, whereas in some instances title II exports are 
| 39, 391 included in census data at export market value. All of the exports shown were lifted during the period 

Southern and southeastern Asia, not elsewhere classified: Excess of Government programs over total 
| 49 exports, $8,000. See explanation for Macao above 
Tunisia: Excess of Government programms over total exports, $573,000. See explanation for Pakistan. 
| 365 * Less than $500. J ; 5 
4 ’ Title II exports under the program for Hungarian peoples relief consisted of direct shipments and ship- 
| 7, 556 ments to replace European stocks contributed by voluntary relief agencies and foreign governments. In 
the case of replacement exports, country of destination is not clear in allinstances. ‘The countries of destina- 

1,061 tion shown in this report are those shown on the authorizations issued by ICA. The title II values for the 
| <isinnbitedbans following counties include exports for Liungarian peoples relief as follows: 
8 456 Value 
cities (thousands 
| Country: of dollars 
664 NT eee eee y Bs feos _.. 1,436 
596 Germany, West- J ‘ = as = ee ae 
5,004 Ituly pe mused se bas 7 Jitiainsia ae 
399 Hungary - — ‘ eee teaaeeo awe ered dee sre ceuete aerate 31 
3 Country of destination not reported. __....-.......- 2-2-2 _ee ai a ia ae a 
| NEL Ud eh gytebh hirbvinnn dan aetakinahuuiawin cokenmathe taeda 1, 763 
705 ¢ Adjustment, 
aoe | ‘ Under agreeinents with Burma, Indonesia, and Pakistan, raw cotton was exported to 3d countries for 
12, 258 processing. In exchange, processed goods are exported to the agreement country. The title I values 
188 | shown for the above-mentioned countries do not include the value of the raw cotton exported to 3d 
countries as follows: 
102 Value 
114 (thousands 
1, 491 of doilars) 
5, 387 i enckibsiaccwedins sacisiddd tiller ehe ntti ’ ciiivinn tewi eead 45] 
| 2, 997 0 Ee SE a Ne . aaa 9, 462 
1,014 Piscnceg<cscecq meee Sobawennseiion : jodgbusubaked wea niet eee nae 2 
l 
167 icindciasinsnhncteaum sinectata dential Sicsgpacaee hae a saad coe 9, 915 
44 The cotton not included in the values for the agreement countries is included in the title I value shown 
15. 141 (or the processing countries as follows: 
1, 183 - a — 
5, 084 Agreement | Value 
Processing country country | (thousands 
1, 326 of dollars 
| 
3 eS le a ee. ae ee. a 
93 Belgium___._- poe a . biadalteg hes hibe eee eee Indonesia. -__....-- 79 
199 France eaten 5 : cae = j eae Pakistan_-.... baad 2 
ms Germany, West. -.- a a : Leeds sical UII eo cs dal 159 
J a Germany, a 3 ee - ae ..| Indonesia. -_-_. ‘ 56 
&, WO Heng Kong. pee OE RA ITER s do 2 094 
11, 405 India....._.- sei a , E ; = Scxies Burm a 196 
Japan. _- a " sabia Indonesia. -.__- 6, 792 
United Kingdom : ee ee : ot a 96 
| 44 United Kingdom _________- pene . acest Se 44] 
| 73, 763 | Total cotton p sed in 3d countries NS 
t tton processed in 3d countries. -_-- 2 a ania. cuicaminbe 1,91 
| 
——— | it is estimated that about &5 percent of the value shown covers shipments to the United Kingdom, 
| 4,002, 313 | The remaining 15 percent covers shipments to other parts of the British Commonwealth. 
The title II value shown for Pekistan includes $5,316,000 for wheat exported to the ICA mission in 


Pakistan for transshipment to Afghanistan. 
« The title II value shown for India covers wheat exported to India to replace wheat provided by th 
Government of India to the Government of Nepali to meet emergency needs for famine relief. 

® Includes adjustment of $3,000 in Christmas package program for a prior period. 

3 Documents showing country of destination were not received or processed by the | 
piling Division, Commodity Stabilization Service. As these documents are received 
will be adjusted to include ihe above value. 
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Exuipsit D4 


Credit sales of agricultural commodities, value, by country of destination 
July 1957—June 1958 * 


{In thousands of dollars} 








| 7 moO : 
| Export- | CCC credit | Total croq; 
Country {| Import | sales 3 pr 
| Bank? | | 
Sera a ae 7 . ee 
Latin American Republics: 
Cuba. a Nh ab ia eee ad cael Sc com 444 | 
ND ain eae he eee eee anes aeomeaa 500 | 9,099 | 9 - 
PN eee aceite nat eee ema a iecen eee meses Eweacessaeamen 2,105 2. 105 
Total, Latin American Republics__...-.--...-----.-..-- 500 | 11, 648 | ‘121g 
Europe: | aan 
ELS onan cnenrahenhenchnabnrteseassantameoenaanegn’ sam | Te inenestineinn | 7, 558 
nn one een eee tearm Ali ah 1 Bey 35 | "35 
TT i «an sete sents tinal ineeinndiasibedeennaaleamariipe ieee bie 1,418 1, 418 
a te a eee 336 | ” 938 
Poland. ...- 25d cahidinn eae cmmene- onan e enna aaa OF Lsonennsanns on 15, 901 
Se scant mabameeriee ancien 23, 459 | 1,789 | 25, 248 
et nod aa eeaneneiesacmasramedacwanwiesilnamet MR Tak Tegeasemons ad 167, 718 
ee es CTL) SP ceaebeeaeeeaceees 191, 677 | 13, 437 | 205, 114 


i cL lin ind eR aa iene a alanine arpa a 
1 Primarily short-term credits repayable in dollars plus interest (covering the costs of the lending agency); 
2 Disbursements during the period. 
3 Estim: (ed value of agricultural commodities purchased. 
4 Disbursements for agricultural commodities under a $30,000,000 credit for which the Export-Import 
Bank is acting as agent for the United States. 
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Exuisir F1 
Major GOVERNMENT EXPORT PROGRAMS FOR AGRICULTURAL COM MODITIEg 


CCC EXPORT SALES PROGRAM 


Agricultural commodities held by the Commodity Credit Corporation are ayaj). 
able for sale to commercial buyers for dollars. CCC issues a monthly sales ligt 
which varies from month to month as additional commodities become available 
or commodities formerly available are dropped. ‘The list is designed to facilitate 
movement of Government inventories into domestic and export uses and certaip 
commodities are especially priced for export to encourage shipment of these 
commodities abroad. 

CCC has instituted payment-in-kind export programs for wheat, feed grains, 
rice, and upland cotton to encourage their movement into export through regular 
trade channels rather than through CCC. 


TITLE I, PUBLIC LAW 480 


Foreign currency sales to friendly foreign governments are made under title 
I of Public Law 480. Under the current authorization, CCC is authorized to 
incur costs up to $2% billion in financing the dollar costs of these sales for 
agreements entered into between July 1, 1958, and December 31, 1959. This 
program makes U.S. surplus agricultural commodities available in greater 
quantities than would otherwise be possible to countries where dollar exchange 
earnings are limited. Title I agreements are negotiated on a government-to- 
government basis because certain commitments, such as usual U.S. marketings, 
are obtained from importing countries. Sales are made by private U.S. traders 
to importers or buying missions authorized by participating countries. 


SECTION 402, PUBLIC LAW 665 


Section 402 of the Mutual Security Act provides that not less than $175 million 
of mutual security funds must be used during the fiscal year 1959 for financing 
the procurement of U.S. agricultural commodities by participating countries. 
Most of these sales are made to the relatively few countries in which foreign 
assistance operations are being carried on by the United States. Section 402 
funds may be used to finance usual U.S. marketings which a country is committed 
to purchase in connection with a title I program. 


BARTER 


The barter or exchange of CCC agricultural commodities for strategic ma- 
terials is authorized by the CCC Charter Act of 1948, the Agricultural Acts of 
1949 and 1954, and title III of Public Law 480. Barter transactions are effected 
through contracts between CCC and private U.S. business firms. The United 
States receives strategic materials which entail less risk of loss through deterio- 
ration or which are subject to substantially lower storage costs. Besides 
strategic materials, barter contracts may provide for other materials, goods, and 
equipment needed by Government agencies for their programs. 

A modified program was announced by the Department on November 14, 1958 
(USDA 3182-58), implementing new barter legislation enacted by the 85th 
Congress. 

TITLE II, PUBLIC LAW 480 


Title II authorizes the transfer on a grant basis of CCC stocks for use by 
friendly peoples abroad. This authority is limited to $800 million in terms of 
CCC investment and no program of assistance may be undertaken after December 
31, 1959. The program has been limited largely to furnishing emergency relief 
overseas to alleviate suffering resulting from flood, earthquake, hurricane, 
drought, crop shortages, and other natural disasters. 


TITLE III, PUBLIC LAW 480 (SEC, 416) 


Under this authority CCC stocks are donated to U.S. nonprofit voluntary 
relief agencies, and to intergovernmental organizations such as UNICEF, and 
the American Red Cross, to assist needy persons outside the United States, 
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Most of these organizations have conducted relief programs for many years. 
This authority permits them to distribute substantially larger amounts of relief 
foods than would be possible from their own private financing. 





ExuHIBIF F2 
JANUARY 15, 1959. 


Brier EXPLANATION OF OPERATIONS UNDER TiTLE I, PusLic Law 480 PrograM 
(LETTER OF COMMITMENT METHOD OF FINANCING) 


Commodity agreements under title I, Agricultural Trade Development and 
Assistance Act of 1954 (Public Law 480, 83d Cong.), as amended, are entered 
inte with governments of importing countries and provide for payment of com- 
modities in local currency, such currency to be expended as specified in section 
104 of the act. Following such government-to-government agreements, the im- 
porting country applies to the Foreign Agricultural Service for issuance of 

hase authorizations which provide for dollar financing of the commodity 
sales and specify the conditions under which such financing will be made avail- 
able. Sales under these purchase authorizations are made by private U.S. 
exporters to importers authorized by the importing country. Public announce 
ments are Made when agreements are signed and purchase authorizations are 
jssued. Since U.S. Government funds are used to finance title I sales, certain 
controls have been established as follows: 

1. The government of the importing country designates certain banks in the 
importing country and in the United States to participate in the program. The 
Commodity Credit Corporation issues letters of commitment to the U.S. banks 
in the amounts requested by the government of the importing country, the total 
amount of such letters of commitment being the amount provided for in the 
purchase authorization. ‘ach letter of commitment names the foreign bank 
as well as the U.S. bank and constitutes commitment by the Commodity Credit 
Corporation to reimburse the U.S. bank for payments made under letters of 
credit for the account of the foreign bank in connection with export sales under 
the purchase authorization. 

2. Foreign importers who make contracts with U.S. exporters apply to their 
local banks for letters of credit in favor of the exporter. Just as in normal 
commercial practice, these letters of credit are paid through correspondent 
banks in the United States, the only limitation being that the foreign bank must 
use as correspondent a U.S. bank holding a CCC letter of commitment naming 
such foreign bank. 

3. The U.S. banks pay dollars to U.S. exporters against documentation and 
drafts in the usual manner; however, instead of debiting the foreign bank for 
such dollar amounts, the U.S. banks obtain reimbursement from the Commodity 
Credit Corportion. The foreign bank then pays the value of the documenta- 
tion, when received by it, by depositing local currency to the aceount of the 
U.S. Government rather than crediting dollars to the account of the U.S. bank. 

Under this procedure, the U.S. exporter can assure that the transaction, if 
otherwise in compliance with the program, will be financed by insisting that 
his contract be covered by an irrevocable letter of credit, bearing the purchase 
authorization number, issued or confirmed to him by a U.S. bank. The letter 
of commitment is issued to the U.S. bank with respect to a named foreign bank, 
not with respect to any particular exporter. 

Except in the case of cotton, the U.S. exporter is not required te report to 
the Department of Agriculture the contracts entered into. His obligation in 
this respect is to assure that the required documentation accompanies his draft 
presented to the bank for payment for the commodity. 


NEGOTIATION OF TITLE I AGREEMENTS 


As indicated above, title I agreements are entered into on a government-to- 
government basis. They are negotiated through diplomatic channels; negotia- 
tions usually are carried on overseas by U.S. Embassy officials designated by 
the U.S. Ambassador. When negotiations are conducted in Washington, they 
are led by the Department of State. 


64140—-61—_pt. 2——__28 
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In negotiating an agreement, commitments are obtained from the importing 
country to safeguard the usual marketings of the United States and to assure 
that sales under the agreement will not unduly disrupt world prices. 

Although the Secretary of Agriculture is responsible for determining the 
countries with whom agreements shall be negotiated and the commodities ang 
quantities which may be included in the negotiations, programs are developed 
in consultation with several departments and agencies. 


Exuisit F3 
TiTtLe II, Pusitic LAw 480 


Title II of Public Law 480 provides that surplus agricultural commodities 
in CCC’s stocks may be used for famine relief and other assistance. Commod- 
ities may be transferred to friendly countries in order to meet famine or other 
urgent or extraordinary relief requirements or to friendly but needy people 
without regard to the friendliness of their government. Commodities may also 
be transferred on a grant basis for other programs, not necessarily limited to 
those for relief purposes, undertaken with friendly countries or through volun. 
tary relief agencies. Reasonable precautions must be taken to assure that these 
grants will not displace sales that might otherwise be made. 

This program began at the same time as title I and under present legislation, 
will end on December 31, 1959. Proposals for continuation of the Public Law 
480 legislation are now being developed within the executive branch. Current 
legislation provides a cumulative authorization of $800 million to cover the 
OCC cost of commodities and for other authorized costs, including ocean trans- 
portation on these commodities and on those donated under title IIT of the act, 

During the 4% year period ending December 31, 1958, a total of $490 million 
has been obligated against this program. Commodities valued by CCC at $403 
million were programed and $87 million of ocean transportation costs financed, 
including $16 million for title II programs and $71 million for title IIT foreign 
donation programs. Payment of ocean transportation costs from CCC funds 
has been authorized only since fiscal year 1957; prior to that time, mutual 
security funds were used for this purpose. About 2.3 million metric tons of 
grain valued by CCC at $296 million, including wheat and flour, feed grains, 
and rice, comprises over 70 percent of the total value of the commodity program; 
other commodities include about 92,000 tons of milk and milk products valued 
at $58 million, over 30,000 tons or $32 million of fats and oils, 19,000 tons of 
dry beans at a cost of $4 million, and about 70,000 bales of raw cotton valued 
at $13 million. 

The total value of authorizations issued under this program has not varied 
greatly from year to year. Authorizations totaled $108 million in fiscal year 
1955 and $101 million in fiscal year 1956, covering the CCC cost of commodities 
only. In fiscal year 1957, authorizations totaled $135 million, including $30 
million of ocean freight costs; in fiscal year 1958 $114 million, including $33 
million of freight; and in the first 6 months of fiscal year 1959, $32 million of 
authorizations were issued, including $24 million to cover freight charges. 

ICA is responsible for administering this program and formulation of policy, 
insofar as it relates to U.S. foreign policy objectives, is subject to the guidance 
of the Secretary of State. The broad scope and flexibility of the legislation 
has enabled the United States to use surplus commodities in a variety of ways. 
The largest number of programs has been for disaster relief where food and 
feed were needed to alleviate suffering resulting from floods, drought, hurricanes, 
typhoons, and other calamities which adversely affected crops and reduced 
supplies. Some of these commodities were distributed by relief agencies to 
the needy in the Soviet bloc countries in Europe, mostly for relief from disasters 
which extended over a wide area, such as the floods in the Danube Valley in 
1954 and the winter relief program offered by the President to several Western 
European countries in 1956. Except for cotton, commodities have not been 
made available to voluntary agencies for their regular programs. A relatively 
modest amount of raw cotton has been supplied, but the agencies must agree 
to finance the cost of processing and manufacture from their own resources. 
Wheat has been provided to assist countries in which unemployment was 4 
severe problem and the grain has been used as part payment for work relief 
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jects. Commodities have also been supplied to prevent social unrest and 
to help feed refugees and escapees. A few agreements have been entered into 
to furnish foodstuffs for expansion of school of school lunch programs. It is 
expected that some child and family feeding programs now carried out by the 
voluntary agencies under the title ILI foreign donation program will be gradually 
transferred to title Il and that new programs of this kind will be undertaken 
under title II rather than under title III. Government-to-government agree- 
ments will be entered into for these programs, and provision will be made for 
a gradual increase in the foreign governments’ contribution to the feeding 
programs and a deerease in the U.S. contribution. 

To the greatest extent possible, commodities have been supplied under title 
II programs for free distribution to people who because of disaster or other 
extraordinary circumstances were unable to provide for themselves. This has 
not always been practicable, however, and in certain instances, ICA has per- 
mitted the foreign governments to sell some of the commodities. The proceeds 
of such sales are usually deposited to the account of the foreign government— 
not to a U.S. aecount, as in title I—and may be used, on agreement with the 
United States, for relief and rehabilitation. In a few exceptional cases, gov- 
ernments have been permitted to sell the commodities and use the currency for 
economic development projects agreed to by the United States and in one in- 
stance, to use the sales proceeds to help defray the cost of aiding a large influx 
of refugees. 


Exursit F4 
THE FOREIGN SECTION 416 DONATION PROGRAM 
AUTHORITY 


Section 416 of the Agricultural Act of 1949 (Public Law 439) is the basic 
authority for the Department’s donations of surplus commodities acquired by 
the Commodity Credit Corporation under its price-support programs. This law 
authorized the Secretary to declare available for foreign donation those com- 
modities which were in danger of loss through deterioration or spoilage. Com- 
modities were offered to qualified agencies on an “as is, where is,” basis with 
the agencies assuming inland and ocean freight cost as well as any packaging 
or processing cost if incurred. 

Title III of the Agricuitural Trade Development and Assistance Act (Public 
Law 480) passed July 10, 1954, amended section 416 of the original act to permit 
donations of commodities for foreign donation in order to prevent waste of com- 
modities acquired through price-support operations. This act further provided 
for the payment of repackaging and transporting commodities to U.S. ports for 
export. 

The Agricultural Act of 1956 (Public Law 540) further amended section 416 
to permit processing of commodities into a form suitable for home and institu- 
tional use. Title II of Public Law 480 also was amended by this act to authorize 
payment of ocean freight charges on Title III shipments. 


POLICIES 


Commodities are made available for foreign donations only after all sales and 
domestic donations have been satisfied. All donated commodities are labeled 
“Donated by the People of the United States of America” and agencies are en- 
couraged to use every means available to them to be sure that the foods are 
recognized as a gift of the American people. 

Commodities are made available to nonprofit voluntary American relief agen- 
cies which have been registered with and approved by the Advisory Committee 
on Voluntary Foreign Aid of ICA and intergovernmental organizations of which 
the United States is a member. Agencies are responsible for noncommercial 
distribution free of cost to eligible recipients in friendly foreign countries. Dis- 
tributions are required to be made without regard to race, creed, religious, or 
political beliefs. Needy persons are defined as those who, by reason of their 
personal economic status, are in need of food assistance. Agencies are required 
to have an American citizen supervise program in the country of distribution. 

Agencies are encouraged as a means of preserving the “people to people” con- 
cept of the program to concentrate their efforts on those programs operated in 
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the recipient countries by the agencies’ own organizations, indigenous voluntary 
relief agencies or nongovernmental groups. Special emphasis is placed on pro. 
grams that are supplementary to other health, welfare, or social programs of 
the country. 

METHOD OF OPERATION 


In each foreign country where two or more voluntary agencies have programs, 
the USOM is responsible for forming a coordinating committee of all voluntary 
agency representatives. The basic purpose of this committee is to review agency 
plans in terms of a total country program by ali participating agencies so as to 
avoid duplication of effort and overlapping distribution. USOM must evaluate 
this total program in relation to the total needs of the country and to determine 
if such a program will serve the interest of both voluntary agencies and the 
United States. ‘The USOM is further responsible for determining whether or 
not the program will interfere with normal marketing within the country, the 
country’s exports, title I sales possibilities, or title II operating or proposed 
programs. It is in this preprogram stage where the USOM makes appropriate 
eontacts with indigenous governmental officials and obtains assurances either 
from the voluntary agencies or from the governmental officials that commodities 
will be permitted to enter the country duty free, and the government will assume 
inland transportation costs and such other assurances for proper programing 
as are determined advisable. 


CATEGORIES OF RECIPIENTS 


Usual categories of recipients include maternal and child welfare centers, 
health centers, school lunch programs, institutions such as homes for the aged, 
blind, orphans, etc., needy families, and refugees. 


RECORD OF ACCOMPLISH MENT 


Since the inception of the section 416 program early in 1950, approximately 
5.87 billion pounds of surplus commodities valued at $1.18 billion has been 
donated to 31 agencies operating in 109 countries. In 1950 only 13 agencies were 
operating in 53 countries. During the current fiscal year (fiscal year 1959) 19 
agencies had programs in 75 countries. 


COMMODITY AVAILABILITY 


Sommodities donated since the inception of the program in 1950 include dried 
eggs, butter, nonfat dry milk, cheese, potatoes, cottonseed oil, shortening, beans, 
corn, rice, wheat, corn meal, and wheat flour. The fiscal year 1959 donation 
programs include only corn, wheat, corn meal, wheat flour, nonfat dry milk, and 
a small quantity of rice. 


ExuHrsit F5 


BARTER OF CCC-OWNED AGRICULTURAL COMMODITIES GENERAL INFORMATION SHEET 


CCC-owned agricultural commodities are bartered or exchanged with U.S. 
firms on an equivalent value basis for foreign-produced strategic materials 
or for other materials, goods, and equipment. These firms use private trade 
channels to fulfill their barter contracts with the Commodity Credit Corpora- 
tion. The agricultural commodities must be exported to approved countries. 

Barter of CCC-owned agricultural commodities is carried out as directed by 
Congress. Barter legislation includes the CCC Charter Act, as amended; the 
Agricultural Act of 1954: the Agricultural Trade Development and Assistance 
Act of 1954, as amended; and the Agricultural Act of 1956. These laws pro- 
vide for the barter or exchange of CCC-owned agricultural commodities for 
(a) such strategic or other materials of which the United States does not 
domestically produce its requirements and which entail less risk of loss through 
deterioration or substantially less storage charges as the President may desig- 
nate, or (b) materials, goods, or equipment required in connection with foreign 
economic and military aid and assistance programs, or (c) materials or equip- 
ment required in substantial quantities for offshore construction programs. 
For some time, procurement of strategic material for the supplemental stock- 
pile has been the most active phase of the barter program. 
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We cannot foretell which materials, goods, and equipment will be required 
in foreign aid and assistance and offshore construction programs. Strategic 
or other materials which may be designated by the President as eligible for 
parter will be announced from time to time. Materials offered for barter must 
meet specifications designated by CCC. ee ; = 2 

Based on legislation and administrative determinations, certain barter policies 
have been established. Since November 14, 1958, the barter program rules 
provide that in exporting agricultural commodities through barter the national 
interest of the United States will not be adversely affected, usual U.S. market- 
jngs will be safeguarded and undue disruption of world prices or replacement 
of cash sales for dollars will not occur. To implement these rules, three 
classifications of acceptable barter outlets for agricultural commodities have 
been set up. These classifications are designated “A,” “B,” and “C.” Each 
designation involves a combination of an importing country and a specific 
agricultural commodity or group of commodities. An be _designation indicates 
a higher potential as a dollar market than a “B” designation, and a “B” higher 
than a “C.” Barter contracts involving either an “A” or a “B” commodity- 
country designation may be either “bilateral” or “multilateral,” but not “open 
end.” A “bilateral contract is one under which the agricultural commodity 
moves to the same country from which the material comes. Under a “multi- 
lateral” contract the material may come from a country other than the one to 
which the agricultural commodity moves but the importation of the material 
must be tied directly to the agricultural export through auxiliary transactions 
involving third countries. The contractor is required to specify in advance 
all countries which will be involved and the commodities which will move 
to or from each country. Under “open end” contracts the commodity to be 
exported and the country of destination need not be named in advance, and the 
material to be imported may be from any source country in the free world. 
For any “multilateral” or “bilateral” contract involving an “A” designation, 
the Department will reasonably satisfy itself, on the basis of data which may 
be presented by the contractor or developed by the Department, that usual 
U.S. marketings will be safeguarded and that undue disruption of world 
market prices and replacement of cash sales for dollars will be prevented. 

Agricultural commodities available for barter are indicated in the monthly 
CCC sales lists. These agricultural commodities are acquired from CSS com- 
modity offices in accordance with applicable sales announcements. Barter 
contracts will require that commodities cannot be transshipped from approved 
countries of destination. U.S. appropriated funds designated for the purchase 
of agricultural commodities of U.S. origin may not be used for purchase of 
barter commodities. Foreign-produced materials acquired under barter may be 
processed in the United States under “bilateral” or “multilateral” type barter 
transactions. The origin of materials must be specified and interest must be 
paid to CCC for any timelag between delivery of the agricultural commodities 
and delivery of material. Where ocean transportation is involved, at least 50 
percent of deliveries of materials to CCC under barter by each class of vessel 
must move on U.S.-flag ships, but this provision does not apply to agricultural 
commodity exports under barter. 

A barter transaction is initiated by a contractor’s offer to barter strategic 
materials or other materials, goods, or equipment for agricultural commodities. 
The offer must conform to the following: (1) be submitted by a legal entity 
of a U.S. jurisdiction; (2) be unconditional and, when a time limit for accept- 
ance is necessary, afford sufficient time for interagency and other considera- 
tions; (3) state specifications, quantity, exchange value (price), delivery 
Schedule(s), and where applicable, whether or not the U.S. import duty is in- 
cluded in price; (4) state origin, name of supplier, and where applicable, name 
and location of mine or factory; (5) include additional information such as the 
producer’s annual production, performance under previous Government con- 
tracts, ete., which may be requested; and (6) state that payment for materials 
delivered will be accepted in CCC-owned agricultural commodities. 

An offer of strategic materials in a proposed barter transaction which is 
acceptable from the standpoint of agricultural commodities and the country to 
which they will be exported must be given further consideration on the basis 
of such factors as the price and quality of materials, prior barter commitments, 
effect of barter procurement on the market, delivery periods, and other factors. 
Subsequent to the conditional acceptance of an offer, a barter contract is 
executed between CCC and the offeror in which terms and conditions are 
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specified both for the material(s) to be supplied and the agricultural com. 
modity (ies) to be taken. In the case of a “bilateral” or “multilateral” eop. 
tract specific agricultural commodities will be designated. Provision is algo 
made in the barter contract for financial coverage, performance guarantees, 
tolerances, etc. 

The procedure for submission of a barter offer of materials, goods, or equip- 
ment required in connection with foreign economic and military aid and agsigst. 
ance programs or materials or equipment required in substantial quantities for 
off-shore construction programs may vary somewhat from that outlined for 
strategic materials. The barter offer may take one of the following forms: 
(1) submission to CCC, when the Corporation has been requested to effect 
procurement; (2) submission through CCC to designated procurement agency 
in response to an invitation-to-bid from such agency; (3) submission direct to 
procurement agency, with notification that, if an award results, payment will 
be taken in agricultural commodities and cash payment due will be assigned 
to CCC; and (4) submission direct to foreign government procurement agency, 
when funds covering the procurement have been turned over to the recipient 
country, with notification that, if an award results, payment will be taken in 
agricultural commodities and that cash payment due will be assigned to CCQ, 
In case an award results, a barter contract is executed between the offeror, or 
his representative in certain instances, and the CCC. 

Appropriate barter offers and requests for additional information should be 
addressed to the Barter and Stockpiling Division, Commodity Stabilization 
Service, U.S. Department of Agriculture, Washington 25, D.C. In Europe, in- 
quiries pertaining to barter procurement outside continental United States 
should be addressed to Dr. Peter L. Slagsvold, Assistant Agricultural Attaché 
for Barter Operations, 49 rue Pierre Charron, Paris, France. 


EXHIBIT F6 
SUMMARY OF COMMODITY CREDIT CORPORATION RICE PRICE-SUPPORT PROGRAM 


Rice is supported by means of nonrecourse warehouse-storage and farm- 
storage loans and by purchase agreements to eligible producers. Loans and 
purchase agreements are made available to producers by CCC through the 
offices of the ASC county committees. Loans are made direct by CCC and by 
financial institutions pursuant to terms and conditions issued by the President 
or Executive Vice President, CCC. 

If marketing quotas are approved, rough rice is supported to cooperators at 
the applicable percent of the parity price of the rice as provided by law 
(75 percent in 1959 as of the beginning of the marketing year). 

The support price is computed on individual lots on the basis of variety, 
grade, and other quality factors and location. 

If marketing quotas are disapproved, rice is supported to cooperators at 
50 percent of the parity price of rice as of the beginning of the marketing 
year. The national average support price is used in the calculation of basic 
support rates for all areas in the United States. 

An eligible producer is any individual, partnership, corporation, associa- 
tion, estate, or other legal entity producing rice in the applicable year as land- 
owner, landiord, tenant, or sharecropper, who is a cooperator as that term is de 
fined in section 408(b) of the Agricultural Act of 1949, as amended, and who is in 
compliance with any regulation approved by the Secretary governing eligibility 
for price support. An irrigation company furnishing water for a share of the 
crop is considered a tenant under this program. 

A cooperative marketing association of rice producers operating in good 
faith as a cooperative under the control of its producer members which meets 
requirements of eligibility and otherwise complies with the provisions of this 
program is also eligible for loans and/or purchase agreements on the basis of 
rice produced by eligible grower members of the association. 

Applications for loans and purchase agreements will be received, from time 
of harvest through January 31 of the following year (Jan. 31, 1960, for 1959- 
crop rice) on rice produced in the States of Arkansas, Arizona, California, 
Florida, Illinois, Louisiana, Mississippi, Missouri, North Carolina, Oklahoma, 
South Carolina, Tennessee, Texas, and in such other areas where it is deter 
mined by the President, or Executive Vice President, CCC, that this program 
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jg necessary to support prices to producers. Unless demand is made earlier, 
joans mature about the middle of March of the following year. Producers 
who elect to deliver rice under a purchase agreement must notify the county 
committee within the 30-day period ending on the applicable maturity date. 
coc will not assume any warehouse charges incurred by the producer prior 
to the day following the applicable loan maturity date, except that CCC will 
assume the receiving and loading out charges on rice delivered to CCC. 

Farm-storage loans are evidenced by notes and secured by chattel mortgages 
and warehouse-storage loans are evidenced by note and loan agreements and 
secured by warehouse receipts. 

Rice under a farm-storage loan must be stored in an approved structure, 
on or off the farm (excluding public warehouses), and rice under a warehouse- 
storage loan must be stored in a public warehouse for which a uniform rice 
storage agreement is in effect. 

Under a purchase agreement, the producer is not obligated to deliver any 
specified quantity of rice to CCC, but does have the option of delivering to 
CCC at the applicable support rate any quantity of eligible rice within the 
maximum specified in the purchase agreement executed by him. CCC will 
not assume any loss or damage on rice under purchase agreement. 

Upon maturity of farm-storage loans, the producer is required to repay the 
loan or deliver the rice. Settlement upon delivery will be made with the 
producer on the basis of the quantity and quality delivered. 

In the case of unredeemed warehouse-stored rice, settlement is made with 
the producer on the basis of the quantity and quality of the rice acquired by 
OCC as shown by the applicable supporting documents; i.e., warehouse receipts 
for commingled-stored rice, warehouse receipts and inspection certificates for 
modified commingled-stored rice, and weight and inspection certificates for 
identity preserved-stored rice. 

CCC will not pool rice which is not redeemed by producers. CCC will not 
make equity payments to producers on unredeemed rice, title to which CCC 
acquires on or after the maturity of the loan, regardless of any amount by 
which the market value of such rice exceeds the amount of the loan made 
with respect to such rice, plus interest and charges. CCC is not precluded 
from (1) paying the producer any amount by which the settlement value of 
the rice exceeds the amount of the loan, or (2) accounting to the producer 
for any amount by which the proceeds of sale exceed the loan indebtedness if 
CCC sells the rice on or after maturity to third parties rather than by itself 
acquiring full title to such rice. 

Eligible rice delivered under purchase agreements will be purchased at the 
applicable support rate. In the case of eligible rice stored in an approved 
warehouse, settlement will be made with the producer on the basis of the 
quantity and quality of the rice purchased by CCC as shown by the applicable 
supporting documents; i.e., warehouse receipts for commingled-stored rice, ware- 
house receipts and inspection certificates for modified commingled-stored rice, 
and weight and inspection certificates for identity preserved-stored rice. In 
all other cases of delivery under purchase agreements, settlement will be made 
on the basis of the quantity and quality of the eligible rice actually delivered. 

The producer is not required to insure rice under farm-storage loan; how- 
ever, if the producer insures the rice and an indemnity is paid thereon, such 
indemnity shall inure to the benefit of CCC to the extent of its interest after 
first satisfying the producer’s equity in the rice involved in the loss. 

CCC will require insurance to be carried by the warehouseman on rice stored 
commingled, modified commingled, or identity preserved as loan collateral in 
public warehouses under the uniform rice storage agreement, and on rice owned 
by CCC when it is stored commingled or modified commingled. 


CoMMODITY CREDIT CORPORATION SALES PoLicy For RICE 


I. DOMESTIC 


A. Milled rice—CCC offers milled rice, including broken rice, for unrestricted 
use (domestic or export) at the equivalent 1958 loan rate for rough rice, plus 5 
percent adjusted for milling cost, plus carrying charges, basis in store ware- 
house or the domestic market price, whichever is higher. 

CCC supports the price of rough rice, not milled rice. Nevertheless, CCC 
has carried out a milling program each year since 1954 in order to move rough 
rice stocks out of primary storage facilities and thereby release space needed 
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for the coming crop at harvest time. CCC thus acquires milled rice (both heads 
and broken) in its inventory, and established “equivalent” minimum sales priceg 
for these in order to comply with section 407 of the Agricultural Act of 1949, 
as amended. 

B. Rough rice—CCC offers rough rice for unrestricted use (domestic or ex. 
port) at the 1958 loan rate, plus 5 percent, plus reasonable carrying charges, 
or the domestic market price, whichever is higher. 


II, EXPORT PRIOR TO DECEMBER 15, 1958 


A. Milled rice—CCC offered to sell on competitive bids milled rice grading 
U.S. No. 5 or better for export under title I, Public Law 480. A purchaser of 
milled rice was required, within 120 days after the sale or within any extension 
of that period, to cause exportation of milled rice grading the same or better 
than that delivered by CCC. Cuba and Canada were excluded as eligible desti- 
nations. If the purchaser failed to export milled rice as specified by CCC, the 
sales price was adjusted to reflect not less than the statutory minimum price 
for which CCC may sell milled rice for unrestricted use. CCC required the 
purchaser to furnish a performance guarantee in the form of cash, bond, or 
letter of credit covering the potential amount of the price adjustment. 

B. Rough rice-—CCC offered to sell rough rice on competitive bids, on the 
condition that the purchaser, within 180 days after the dateof sale, or within 
any extension of that period, caused exportation of milled rice grading U.S, 
No. 5 or better in a quantity equal to the total milling yield of rough rice. The 
milled rice could not be exported under title I, Public Law 480. Cuba and 
Canada were excluded as eligible destinations. If the purchaser failed to ex- 
port milled rice as specified by CCC, the sales price of the rough rice was ad- 
justed to reflect not less than the statutory minimum price for which CCC sold 
rough rice for unrestricted use. CCC required the purchaser to furnish a per- 
formance guarantee in the form of cash, bond, or letter of credit covering the 
potential amount of the price adjustment. 


Ill. EXPORT AFTER DECEMBER 15, 1958 


(a) Effective December 15, CCC instituted a payment-in-kind program on 
rice. This program is designed to encourage the movement of U.S.-produced 
milled and brown rice by the commercial trade from points of production into 
export channels through payments that close the gap between the competitive 
world price and the higher U.S. domestic market price. Under this program the 
exporter of rice produced in the United States may apply for an export pay- 
ment in the form of a certificate redeemable in rough rice and feed grains (bar- 
ley, oats, corn, grain sorghums, and rye) held in CCC inventory. 

(b) Export payment rates, effective for a 1-week period (Thursday through 
Wednesday) are established and announced by CCC on Wednesday of each 
week. 

(c) Exporters are not required to register an export sale. Exporters who 
file an offer accepted by CCC are eligible to receive the export payment, at the 
payment rate applicable for the period in which the offer was accepted on rice 
exported within 180 days after acceptance. At least 5 percent of any milled 
rice must be in the form of brewers or screenings milled rice. Upon submis 
sion of proof of export and application for payment, CCC issues a certificate 
equal in dollar value to the number of hundredweight exported times the ap 
plicable export payment rate. 

(d) Export payment certificates are redeemed in rough rice or feed grains 
from CCC stocks at domestic market prices and in a quantity equal in value to 
the dollar value of the export payment certificate. Rough rice procured from 
CCC stocks through certificate redemption must be exported in the form of 
milled or brown rice within 180 days after date of sale by CCC, unless an ex- 
tension of time in which to export has been granted by CCC. 

(e) Aside from the above-described export program, rice from CCC stocks 
was made available for commercial export shipment only under— 

1. The CCC credit program, 
2. Barter contracts, and 
3. Unusual circumstances approved by the Executive Vice President, CCC. 
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Exuinirt F7 
GENERAL OUTLINE or CCC Uptanp Corron Price Support PRroGgRaM 


I. 1958 CROP UPLAND COTTON 


A. CCC makes nonrecourse loans to cotton producers on their eligible cotton 
at the loan rate established for the various qualities of such cotton. The loan 
yate for Middling 1-inch cotton at average location for 1958 is 35.08 cents per 
pound. Loans can be obtained any time after harvest through April 30, 1959. 
Loans mature on July 31, 1959. A producer may repay his loan plus accrued 
interest thereon to CCC any time prior to maturity date and have the ware- 
house receipts returned to him or he may sell his equity in the cotton to another 
person who can repay the loan. : 

B. Loans against cotton held by CCC at maturity cannot be repaid by pro- 
ducers and the cotton securing the loan is acquired by CCC and is made avail- 
able for sale. Since the loan is nonrecourse, producers are not liable for the 
payment of interest and storage charges accumulated against the cotton prior to 
the time the cotion is acquired by CCC. 


II, 1959 CROP UPLAND COTTON 


A. Price support on upland cotton will be made available to producers on 
eligible warehouse stored cotton as follows: The price support level of cotton 
produced on farms for which producer elected to comply with his regular farm 
acreage allotment (choice A farm) will be carried out through a purchase pro- 
gram. The purchase price for eligible cotton from choice A farms has been 
established at 30.40 cents per pound, basis Middling seven-eighth-inch cotton at 
average location. Price support of cotton produced on farms which elected to 
plant up to 40 percent more acreage than their initial farm allotment (choice B 
farms) will be made by means of nonrecourse loans on eligible warehouse stored 
cotton similar to the manner under which loans were made on 1958 crop cotton. 
The loan rate for cotton produced on choice B farms, basis Middling seven-eighth- 
inch cotton at average location will be 24.70 cents per pound. 

B, Cotton produced on choice A farms purchased by CCC will be available for 
sale soon after purchase. Cotton produced on choice B farms placed under loan 
to CCC will be handled in the manner outlined above for the 1958 crop. 


CCC SALES PoLicy FoR UPLAND CoTTON APPLICABLE THROUGH JULY 31, 1959 
I. DOMESTIC SALE 


A. CCC offers to sell upland cotton on competitive offers for unrestricted use. 
Sealed offers may be submitted on scheduled dates, currently every 2 weeks, 
against CCC inventory cotton which is listed in a catalog by quality and lo- 
cation. This catalog is available to interested persons for a small fee. 
Offers for cotton under the unrestricted use sales program are accepted at not 
less than the higher of 105 percent of the current support price plus reasonable 
carrying charges, or the market price. 


If. EXPORT SALE 


CCC currently is carrying out two export programs on upland cotton. Both 
of these programs will be in effect until July 31, 1959. 

A. Export sales program.—CCC offers to sell upland cotton on competitive 
offers for export. Offers under this program are received on regularly scheduled 
days, currently every 2 weeks, on a competitive bid basis with the minimum 
acceptable price being 28.30 cents per pound, basis Middling 1-inch cotton at 
average location. Offers are submitted in the same manner as for domestic 
sales. The purchaser of CCC cotton under this program may export the identi- 
cal cotton purchased or he may export an equal quantity of any eligible grade 
in substitution for the cotton purchased from CCC. In the event the purchaser 
fails to export such cotton, the purchase price is adjusted upward to bring it 
into line with CCC’s price for unrestricted use. 
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B. Payment-in-kind export program.—CCC also carries out an export pro- 
gram which is referred to as payment-in-kind cotton export program. Under this 
program cotton exporters buy cotton in the open market. When an exporter 
has made a sale to a foreign buyer, or has determined to ship consigned cotton, 
he registers the sale or consignment with CCC by telegraph on the day of the 
sale or the date he determines to consign the cotton. After the export is made 
CCC establishes export payments in the form of dollar credits on its books for 
such exporter at the rate of 6.5 cents per pound for the quantity exported. 
Credits earned by an exporter can be used to purchase cotton under the export 
sales program described in A above. 


Ill. 1959-60 EXPORT PROGRAM 


The Department announced on February 1959, that cotton export program 
for the marketing year which begins August 1, 1959, will be— 

(a) The payment-in-kind export program will be continued and expanded, 
Under this program, the export payments earned can be used to buy cotton 
from CCC stocks. 

(b) The initial rate of export payment under the program will be 8 
cents per pound. 

(c) The direct sales competitive bid export program will be discontinued 
at the beginning of the new marketing year, August 1. 
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